SBA

LOAN SERVICING

SOP 50 50 4

Office of Einancial, Assistance
Borrower and Lender Servicing
U.S. Small Business
Administration



ooooooooooooooo

TABLE OF CONTENTS

CHAPTER 1 1
WHAT DOES THIS STANDARD OPERATING PROCEDURE (SOP) COVER, AND HOW IS IT
ORGANIZED? ..ottt ettt ettt b e s e s et e s et esese st ese et esese s ssesansesesesesesesenssesens 1-1

1. What is the Purpose of this SOP? .......c.cooiiiiiiiiiiee et 1-1
2. How is this SOP Organized?............ccceeevieirierieiinieirieieietereieesteee e sseaesa s esessesaeseseesessesensens 1-1
3. What are the Sources of Authority and Guidance for Servicing ACtiVity?.........cccecveveeveeeeereenenn. 1-1

CHAPTER 2 2-1

HOW DOES SBA SERVICE LOANST ..ottt ettt ettt 2-1
1. What is @ ServiCING ACHIONT.......ccecieuirieriieieteietetetesteeeteteseseessesessesseseseesessesesseseesessesensesesessssenes 2-1
2. Who Has Authority to Take Servicing Actions on SBA Loans? ..........cccccevevevevieceievieieeeeennn, 2-1
3. Which 327 Actions Must SBA Counsel REVIEW? .........cccevueiiiiiirinieieeeeeeeeee s 2-5
4. What Other 327 Actions Does SBA Counsel Typically ReVIeW? .........ccccoeviverieenieinieneeieee, 2-7

CHAPTER 3 3-1

ADMINISTRATIVE ASPECTS FOR LOAN SERVICING.......coccotiiririeiieieeireieeeeieeceie e 3-1
1. Transferring Loans to the Commercial Loan Servicing Centers (CLSC). ....c.coeoeveverueceninecnenunee 3-1
2. Lender/CDC/Office of the Inspector General (OIG) ReVIEWS. ..........ccovveerieieienieienieieieeeeeeeen, 3-3
3. What Actions May You Take if the Lender/CDC is Not Properly Servicing its Loans?.............. 3-4
4.  Setting Up Lender and CDC File.......cooiiuiiiiiiiieieicieeeetcceeee ettt 3-5
5. SBA Field Visits to Borrowers with Lender or CDC-Serviced Loans...........cccceeeveinenineneeennne. 3-7
6.  SBA Field Visits to Borrowers for SBA-Serviced Loans...........cocoeerveeenneinnieeinneeneseeenes 3-7
7. What Fees Does SBA Charge @ Lender?...........ccceviieinieinieieinieieieeeieeereiee st aesenas 3-7
8. What Fees Can a Lender Charge?............coeeveieieieieieieieieeseee et siesae s s s saessessessesessessassensas 3-8
9. What Fees Relate to Certified Development Companies (CDC) and to CDC Loans?................ 3-11
10. How Do You Suspend/Terminate/Reinstate CDC Servicing Fees?..........cccoeevevievinevenereeenenne. 3-11

CHAPTER 4 4-1

LOAN SERVICING REQUESTS AND ACTIONS ..ottt et seneenes 4-1
1. General Guidelines for Loan Servicing and SBA's Policy on Lender Servicing..........c...cccceue.... 4-1
2. What is the Objective of Loan Servicing ACtIONS? .........cccevveirieirrenieenieinieeeieiereseeeee e seese e 4-2
3. What are Indicators of Potential Servicing Problems? ............ccccuevevieiniecininieinieineieeeeeseeennes 4-2
4.  How Should You Prepare a Response to a Servicing Request? ..........ccceeevievievievieciecieieieeeeenen, 4-3
5. What is Required in the Servicing Request to SBA?.........ccooiiniinnicnnccnecenceeseeenes 4-3
6.  What are Additional Requirements for Actions Affecting the Loan Collateral?........................... 4-5
7. Uniform Commercial Code (UCC) National Financing Statement Renewing, Modifying, or

Releasing Security Interests ReSponsibilities. ........cueveerieieiiriniisesiesiesieiee e 4-6
8. What is the SBA Form 327, Modification or Administrative Action? ...........c.ccceevvevveereeveereennene. 4-7
9. Maintaining Record of Servicing Requests, Actions, and Loan Account Communications.......4-10
10.  What are Seasoned LOANS?..........c.ceirirueuiririeieirieieenieeeiest ettt ettt ettt 4-11
11.  What Lender Actions Must Have SBA'S Approval?..........ccccoeeeeerierievieieieeeeeeeeeesesesve e 4-12
12. What is Unilateral AUthOTIEY? .......c.coovirieiiniiiiiccerectc ettt 4-12
13.  What Actions May the Lender/ALP-CDC Approve with Unilateral Authority?........................ 4-13

CHAPTER 5 5-1




SOP 50 50 4B

SPECIFIC LOAN SERVICING ACTIONS......co ottt ettt es 5-1
1. Servicing Actions During the Disbursement Period. ...........cceceeerirenenienenereiceeeeeeeeeeeeene 5-1
2. Preparation and Submission of a Servicing ReqUESt...........cccovveueirneininieininccreceneeceeenee 5-1
3. Requests fOr INfOrmation..........ccccueieieirinieinieiieeieeee ettt ns 5-2
4. Pre-Authorized Debits (PADS). .....cooieirieirieieiiiciirieietet ettt a s se s saese e s s esesens 5-6
5. Release Of Collateral...... ..ottt 5-6
6. Subordination of COllateral/LLIeN. ..........ccceeueriirieieieeeieeeeeeeee et seeneas 5-8
7. Substitution Of COLAtEral..........c.civiriiiiiinieieiiie et 5-9
8. Deferments of Loan Payments. ...........cccccuevieiiiiirinininieieseseeeeee e 5-10
9. INter-Creditor AGIEEIMENLS. ......ccvevveeeieieieieeiereeteeteetestessessessessessessessessesseseeseesaeseeseesessessessessessenses 5-14
10.  Assumption of a Loan by an Unrelated Party. ........c.occcooveeinniinniinncnccne e 5-14
11.  Processing "Paid in Full" LOANS. .......cccceciveiriirieiieieieieieieeecetetete ettt enes 5-16
12.  Proceeds from Condemnation of a Borrower's Collateral. ...........ccocoeernireiinneennecrecen 5-17
13. Release of, or Changes to, a Standby AGreement. ...........ccceeueeerierienienierieieeeeeeeeee e 5-18
14.  Guarantor Release/SUbSTIULION. ........cc.ecveieieieieieieeeeee ettt e e e seeseeaeesessessesseneas 5-18
15. Extension to the Maturity of the Borrower's Loan. ..........cccccooveivieieenieinieineeeeeeeeeeeee 5-20
16.  Interest Rate CRANGES. ........ccooveeieuirieiinieiieieieteieteteeetee ettt sb e se e s s esaese s ese s esassesessessesansesas 5-22
17.  Other Loan Repayment Term CRanges. ..........cceeieeeiriirinieniesesieieeeeeeeeeee e ee e sressessesveees 5-23
18.  Hazard Insurance REQUITEMENLS. .......ccueirueiriirieiiieiirieceieietete ettt ettt enes 5-23
19.  Life Insurance REQUITEMENLS. ..........corveirieirieieiiieieieieieieieste ettt ettt ebe et be e esaneenes 5-25
20. Proceeds of Life Insurance upon Death of InSured. ...........ccooveievenieinieiinieineiceceeeeeeeee 5-26
21. Claims Against Estates of Deceased Borrowers/Guarantors. ...........ceeveveeeeeeeeeesesesesseneennenns 5-26
22, Flood Insurance REqUITEIMENLS. ........c.coueieuirieiirieiieieieieieteteeete ettt se e enes 5-27
23.  Proceeds from Insurance Claims for Losses on Collateral. ...........cococeevveeinneinnecnnneeneens 5-30
24. Borrower Financial Statements: Changes in Form or Frequency..........ccoooeevieenieceniecineeeneneene. 5-31
25. Loan Agreement Management Compliance Covenants (Salary/Dividend Limits, Performance

RALIOS, ©EC). wevietietieiietietietee ettt ettt ettt s b et b e b et e b e s s ess e st esae st esseseeseeseeseesensessesenen 5-34

26. Assignment of Interest in a Loan/Transfer of Loan(s).........ccocecveerieenieenierinienieeneeseeeeeeveeenes 5-35

27. Transfer of Loans between Participating Lenders.............cecvvveieenieinieinieineieeieeseeeveeeveeenes 5-37

28.  Surrender of CDC Certification & Transfer of Portfolio. ..........ccccoeiiiiiiniiineee 5-38

29.  Assistance Provided to Existing Borrowers who Suffer Losses in a Declared Disaster. ............ 5-38
CHAPTER 6 6-1

SPECIAL LOAN PROGRAMS ...ttt sttt es 6-1
L. General GUIAANCE. .......c.couiiiiiieiieetee ettt ettt ettt ettt b et 6-1
2. Participation 7(2) LOANS. ...cccueirieieieieieieesee ettt 6-1
3. DIrECt 7(8) LOAMS. ...ovevieiriieieeceetet ettt ettt ettt et s a e bbb b et et ss s nsessesaereereeaeereens 6-1
4.  Certified Lenders Program (CLP) - SEIVICING.........c.ccveverieirieririeiereieteieeeseeeseeeresseseseeesesesessens 6-2
5. Preferred Lenders Program (PLP) - SEIrVICING. .....ccccoeeiririririiciesesieieieteteeeeeee et 6-3
6.  Low Documentation Loan Program (LowDOC) - Servicing. ..........cccceeveevererrueereneererennnereneneerenenns 6-5
7. FASTRAK Loan Program - SErVICING...........cceciririereirieieriisiereisieteessseeessesesesssesessssesessssssesesenes 6-9
8. CAPLines Loan Program - SEIVICING. .......c.ccevvriririrereriesienienieniesestesseeeeesseseesessessessessessessensens 6-11
9.  Export Working Capital Program (EWCP) - Servicing..........ccecuevvevieievievieieieeeeeeseeese e 6-13
10.  Disaster Loans = SEIVICING. ......cccvueueirirueuiririeieinieicenereeietsteseest ettt sttt st seseneesene 6-16

1

EFFECTIVE DATE: OCTOBER 1, 1999



SOP 50 50 4B

11, Disaster Farm LOANS. ........cociiiiiiiiiiieicie ettt ettt 6-17
12.  Certified Development Company Loans (504 Loans) - SErvicing. ..........cceeeeeveveeeeenesesesrennennes 6-17
13.  Accredited Lenders Program (ALP) - SEIVICING. .....ccc.cueririeuirinirieinirieieinieieentneeieeeeereeneeveieneeene 6-20
CHAPTER 7 7-1
WORKOUT AND INTENSIVE SERVICING RESPONSIBILITIES.........ccccooeoiinieinineerieieereeeeeees 7-1
1.  General Guidelines for INteNSIVe SEIVICING........cccevveieieieieiiireeese ettt ese e 7-1

2. What Questions Must You Ask Before You Process a Workout? ...........ccoceevevievieieieieieeeenene, 7-3
3. What are the Limitations on Extensions of Loan Maturity Dates? ..........c.ccccecerevererineneenieennene. 7-5
4. What are the Issues You/Lender/CDC Should Consider Before Agreeing to a Workout?........... 7-5
5. What are Some of the Actions Available for a Workout? .............ccoooiiiniiiinninieee 7-7
6.  How Must you Process @ WOrkout ACHONT .........cceueoerirueuirinieierininieienineieeseeieieneseeseeseeseeseeeesenes 7-12
7. What Resources are Available from SBA to Help Borrowers, and When Should You Refer a
BOITOWET fOr ASSISTANCET ...ttt ettt ettt ettt 7-14

8. How Do You Process Advances/Expenses During Loan Workouts?...........c.ccceceevveinveninenennnn. 7-15
9. Real Property and Personal Property Appraisals. .........c.ccceerieireirenininieiseceeeecee e 7-15
10. Classifying a Loan as "In Liquidation" or "In Litigation." ..........c.cccoeevnrerinneenneeenreceene 7-16
CHAPTER 8 8-1
THE SECONDARY MARKET FOR SBA GUARANTEED LOANS ......cocoooieeereereeereee e 8-1
1. Why Did SBA Establish a Secondary Market Program for SBA Loans?..........ccccceeeeenreecnennnee. 8-1

2. What Do the Regulations State About the Secondary Market?............ccoveinneinnncnnncinnen. 8-1
3. Who at SBA is Responsible for Oversight of the Secondary Market? ...........ccccccevevveinieeniennnne. 8-1
4.  Why Would a Lender Want to Sell its SBA L0ans?..........c.cccevveirireneneneniesenesieeeeeeeee e 8-1
5. When Should a Lender NOT Sell an SBA Loan?..........ccccoeiiiririnieinieeeeeeeeceeee s 8-2
6.  What Types of SBA Loans Can a Lender NOT Sell? ......ccccoovviririnieiniiieeeieeeeeeeenes 8-2
7. What is the Sale Process for SBA LOANS?........c.ccveueirireuininieieiririee ettt 8-2
8. What are the Lender's Responsibilities After the Sale? ..........cccoevvivevereneceeecceeeeeeee, 8-3
9. Are There Any Changes to a Sold Loan Which a Lender Can Make Without the Approval of the
INVESTOT? ...ttt ettt ettt ettt ettt be e 8-4

10. What Are the Responsibilities of the Fiscal Transfer Agent (FTA)? ......cooovveivvevinevieenieeieenne 8-5
11.  When Can the Lender or SBA Repurchase a Loan Sold on the Secondary Market?.................... 8-5
12. How Do You Know if an SBA Loan is SOId?..........cceiieiiiiioieieeeeee s 8-7
CHAPTER 9 9-1
PURCHASING SBA'S GUARANTY ...ttt ettt ettt neenes 9-1
L. Time 1S Of the ESSENCE. .....ceiuiiiiiiiiieee ettt 9-1
2. REGUIALIONS. ...ttt ettt ettt a ettt b ettt e e bt se e 9-1
3. When Does SBA Purchase from the Lender? ...........c.cooeivvieiinniiinnineecreeeneeeeeseeeens 9-1
4.  Information Required from @ Lender............ccccirieinieiriiieiieiieeeeeeeeeete e 9-2
5. When Must the Lender Submit the Complete Purchase Request?..........ccocvevvevieviecieieiieinenenene, 9-3
6.  Determining the Earliest Uncured Payment Default............c.ccccoooiiinniiinniinncccneeene 9-3
7. Determining the Interest Rate for Purchase...........cccooeoivieinieieinicinieeeeeeeeee e 9-5
8. Payment of ACCTUCA INLETESL. .....cc.eoveieieieieeeee ettt ereeeas 9-6

EFFECTIVE DATE: OCTOBER 1, 1999

111



SOP 50 50 4B

9. What Do You Verify in a Lender's Transcript of ACCOUNt? .........ccocveerreriererieenieinieieeieeseeeenenes 9-9
10.  Review of Loan DOCUMENTAION. .......ccueiiiiiiiiiiiiieiie ettt 9-10
11.  When a 327 Action is Approved, How Does the Lender Receive the Funds from the SBA?....9-12
12.  If the Lender Acquires the Collateral Before Purchase, How is SBA's Purchase of the Guaranty
ATTECLEA? ...ttt b sttt bt ne s 9-13

13.  What is SBA's Unilateral Purchase Privilege, and When Should You Invoke It? ...................... 9-14
14.  Notice to Lender of PUIChASe. .......cc.ciiieiiieiiiieiiee e 9-16
15.  When Must a Loan be Purchased from the Secondary Market (by Lender or SBA)? ................ 9-18
16.  How Does SBA Purchase from the Secondary Market? ..........cccooveirieinieinienneniceeeseeeene 9-18
17. Transfer of Loan Servicing from Lender to SBA.........cooooioiierieeeeeeeeeeeeee e 9-21
18.  SBA's Purchase of the Unguaranteed Portion/Lender's Share of the Loan...........cccccccneniennnee. 9-23
19, PUICRASE LLOG. .ueoeiieiieiiieee ettt ettt ettt ettt b et et e b ene b e e s aneenes 9-23
CHAPTER 10 10-1
MISCELLANEOUS ISSUES REGARDING PARTICIPATION LOANS. ......coooieeeeeeeeeee 10-1
L. I3 CFR 120.524 .ttt ettt s st s e s e e s s ene s esesenesens 10-1
2. Cancellation, Termination, and Expiration of an SBA Guaranty...........cccccceeeeeeierieeneenieennencnn. 10-2
3. Reinstating an SBA GUATANLY. .......ccvecieiririeieiiieeeeseseste ettt sessessessessessenaenees 10-4
4.  Can SBA Approve a Reduction in the SBA Guaranty (an Increase in the Lender's Share) of the
LLOANT ..ottt ettt ettt e a e bt bttt b e bbb e nbetan 10-7
CHAPTER 11 11-1
PREPAYMENT OR PURCHASE OF A DEVELOPMENT COMPANY LOAN OR DEBENTURE.11-1
1. Factors Unique to Development Company Loan Servicing. ..........ccecevvecveeeeeveeeeiesenesenienneens 11-1

2. Documentation Required for the Prepayment. ..............cccooeivieninieiniineeeeeeeee e 11-4
3. Prepayment Procedural STEPS.........ccooivieirieirienieiiieiiieieteteee ettt 11-5
4. Release of Debenture and NOLE.........cceeirirueiririeieiieieerre ettt 11-8
5. Alternatives to Prepayment of DEbentures. ..........cceevrerierierienienienieieieeeeeeeeeeee e 11-8
6.  Purchase 0f DEDENUIES. ........cc.cirieieiiieiiieieie ettt eaes 11-9

7. Processing of 327 Actions For Debenture Purchases. .............ccoeeeeenieinieinienneieiieceeeeenee 11-14

8. Loan Accounting after Debenture Purchase.............ccooueieirininineneneeeeeeeeeeeeeeeee 11-15

9.  Placing Loans in LiQUIdation. .........c.ccueeverieieieiieieieieeeeeeste st steste e sae et s saesaeeeseeseesessassens 11-15
10.  Termination Of CDC SEIVICING. ......c.courueuiiririeiinirieieririeicentete ettt ettt es 11-15
11.  Termination Of CSA SEIVICINEZ. ....cccevirieirreieieieiiieieteteteteieste et etesetesesse e se e sessesassesessensesanees 11-16
12, SEIVICING FEES....uiiuiiuieiieiieiieeeteetesteseste ettt ae st et st sbeste st et e be st eteneenaeneeneeneeneeseesessens 11-16
13.  CDC Liquidating FUNCHONS. ....ccvevveieieieieieieteeeeeeee e et stestestessessessesesaessesseseeseessesseseesessens 11-17
CHAPTER 12 12-1
FEDERAL DEPOSIT INSURANCE CORPORATION (FDIC) TAKE OVER OF A PARTICIPATING
LENDER ...ttt ettt et b ettt b et et b et b ettt se et a et enene 12-1
1. The FDIC Takeover of a Participating Bank.............ccccoveeererenieniererieieeeeeeeeeeeeee e 12-1

2. What are the Rules Governing How SBA Interacts with FDIC After a Takeover?..................... 12-1
3. What Must You Do When a Bank Fails? .........cccccoeeininiiniiiiceeeeeeneeeeeenes 12-1
4.  SBA's Responsibilities after an FDIC TaKEOVET. ........cccoeverierierieieieieieieieeeeeeeeee e 12-6

v

EFFECTIVE DATE: OCTOBER 1, 1999



SOP 50 50 4B

5. FDIC's Responsibilities for SBA's Loan Portfolio After FDIC Takeover. .........cccccccvveuecninunene. 12-7

6.  Who Collects Loan Payments and Maintains Loan Data? .............cccccevvevievininievinienenesesesenen 12-8
CHAPTER 13 13-1
DISCLOSURE OF LOAN INFORMATION ....c.oouiiiriiiiirieieirinieittsteieeseeie ettt ese et enene 13-1
1. Whatis SBA's Policy Governing Disclosure of Information about Loans? ............cccccceeueennnnee. 13-1

2. Types of Information that are Generally Available to any Requester Under the Freedom of
INfOrmation ACt (FOILA). ..ottt sttt 13-1

3. Types of Information that are "NOT" Available to any Requestor. .........c.coceeerveerennecnneennes 13-3

4. What Must You Determine if You Receive a Request for Information Contained in a Loan File? 4

5. What Must You Do if You Receive a Subpoena for Your Testimony or for SBA Records?.....13-7
CHAPTER 14 14-1
REFERRALS TO THE OFFICE OF THE INSPECTOR GENERAL ........cccccvveirnneinirecereeceene 14-1
1. Referrals to the Inspector General (IG). ........ocueivieirieinienieiieeeeee e 14-1

2. What Matters Must You Refer to the IG? ..o 14-1

3. How do youmake an IG Referral? ..........cccoomiiiniiiiininiincicccce et 14-2

4. What is the Format and Content of a Written IG Referral? ...........ccoceeviviiinneinnccnnnecen 14-3

5. What Happens After You Refer a Matter to the IG? ........ccoooveivieieeieieeceeeeeeeeee 14-5

6.  What are Your Ongoing Responsibilities After You Have Referred a Matter to the IG?........... 14-6

7. What are Areas That Commonly Generate IG Referrals? ..........coocoevveivnncinnccnnnccnneees 14-7
CHAPTER 15 15-1
LOAN COLLECTION MONITORING & REPORTS .......ooceiiririeiirieenieieeeeie ettt 15-1
1. General Guidelines for Loan CollECtiONS. ...........coueirieirienieinieiriesieseeeeeese e 15-1

2. Computer Databases for Loan Collection Status. ..........cccoeeverereinnieennieeenneeneneeeereeeeneenene 15-1

3. Reporting of Delinquent LOANS. .........cceivieirierieinieiieieieieereetece ettt enes 15-2

4.  Basic Steps in the Loan Collection Procedure. ...........cccceeueirieirenieinieinieeeieieeeeseeeeveee e 15-4

5. Recording a call in the DLCS. .......cocioiiieee et aas 15-7
CHAPTER 16 16-1
SERVICING PROCEDURES ........c.cctrtiitttnieie ettt ettt ettt ettt ns 16-1

Lo INETOAUCHION. c.tiieiieiciiee ettt ettt ettt ettt s et e b e esne 16-1

2. Summary Review of the PCFG Program. .............cccooeviiiiinienieieeceeeeeeeee e 16-4

3. Coordination of SErviCing ACIVILY.......coeueirirueuiririeieiririetetrteeeertee ettt sttt eaesenes 16-6

4. BoONANOIALI'S TIUSLEE. ......euiveieiiirieiiirieie ettt ettt ettt 16-7

5. Servicing Pollution Control Financing GUArantees..............cccueeeverereeererieresrereeeieessesessessesessens 16-9

0. COMIIOIS. ..ttt b bbbt e e bt b et b et e be b et be st be e 16-11

7. Yearly Pollution Control and REPOTt. ...........cceviriiiiiniriiininiiinieeeereeeseeee s 16-12

8. General AdMINISIratiVe ACEIVILIES. ...eveuerirueiiirieieiirieteerireie sttt ettt 16-12

9.  Servicing Actions Requiring Payment Relief..............cccoooieinieinieiininieicieceeeeeee 16-14

LO.  COMLALETAL ...ttt sttt bbbttt b et be ettt 16-15

11.  Indemnification AGIEEIMENLS. ........ccueirieirieieieieieteteetecetet ettt ettt se st be et e e esesaesesseneesenea 16-16

12, Liquidation ConSIAEIatiONS. ..........ccevirieuirierieieietiieieieteteiesesteeeseaesessesessesasseneesessesassesessensesanees 16-17

EFFECTIVE DATE: OCTOBER 1, 1999



SOP 50 50 4B

13, Special GUIdAnCe/ASSISTANCE. ..........ccerueirreriererieririeieteteretesesteeesesaesesesessesassessesessesesseseesessesannes 16-18
APPENDIX 1
APPENDIX 1 1

SBA FORM 152, PARTICIPATION CERTIFICATE .....cooooueieiieieieiiiiiririeisieeie et 1
APPENDIX 2 1
SBA FORM 155, STANDBY AGREEMENT ........cocsiiririeieieieieieieieectseteie sttt se s 1
SBA FORM 155, STANDBY AGREEMENT (cont.) 2
APPENDIX 3 1
APPENDIX 4 1
SBA FORM 172, TRANSACTION REPORT ON LOANS SERVICED BY LENDER ...........ccccceceueuunee. 1
APPENDIX 5 1
SBA FORM 327, MODIFICATION OR ADMINISTRATIVE ACTION ......cccceoeeiiiiininrrieeieeie e 1
APPENDIX 6 1
SBA 327 STAMP == EXAMPLE ..ottt s st snns 1
APPENDIX 7 1
SBA FORM 397, NOTICE OF FULLY PAID ACCOUNT ......ccoctiiiiriririeieieieiee et 1
APPENDIX 8 1
SBA FORM 466, TRANSCRIPT OF ACCOUNT-EXAMPLE ........c.coccoviririeirieeeeeeeceesee e 1
APPENDIX 9 1
SBA FORM 515, NOTE RECEIVABLE REPORT ........coiiiiiieieieiiiiirireeieieiee e 1
APPENDIX 10 1
SBA FORM 596 B, CERTIFIED STATEMENT OF ACCOUNT .......cocceiririeieieeieieieeeeereieiseeaeae e 1
APPENDIX 11 1
SBA FORM 888, MANAGEMENT TRAINING REPORT ........cccocectiiiririririeieieieeeeeesee e 1
APPENDIX 12 1
APPENDIX 13 1
APPENDIX 14 1
APPENDIX 15 1

EFFECTIVE DATE: OCTOBER 1, 1999

vi



APPENDIX 16

APPENDIX 17

APPENDIX 18

APPENDIX 19

APPENDIX 20

APPENDIX 21

APPENDIX 22

APPENDIX 23

APPENDIX 24

APPENDIX 25

APPENDIX 26

APPENDIX 27

APPENDIX 28

APPENDIX 29

EFFECTIVE DATE: OCTOBER 1, 1999

SOP 50 50 4B

vil



SOP 50 50 4
CHAPTER 1
WHAT DOES THIS STANDARD OPERATING
PROCEDURE (SOP) COVER, AND HOW IS IT
ORGANIZED?

1. What is the Purpose of this SOP?

The purpose of this SOP is to provide guidelines for servicing activities for loans made under the
7(a), 504, and direct business loan programs by:

a. SBA personnel,

b. Participating lenders; and

C. Certified Development Companies (CDC).
2. How is this SOP Organized?

a. This SOP provides both the regulations and the policy you need to know to perform your
job in loan servicing.

b. The applicable Code of Federal Regulations (CFR) are cited in the various sections of the
SOP where they apply.
c. In this SOP, "MUST?" is used when the action is mandatory. Deviations from the

mandatory actions must be approved by the Associate Administrator for Financial
Assistance (AA/FA) or designee.

d. The term "You" refers to the recommending official (loan officer). The term
recommending official is defined in the Chapter 2, "How Does SBA Service Loans?"
All references other than "YOU" (recommending official) will be identified in the text.

3. What are the Sources of Authority and Guidance for Servicing Activity?
a. As-adoan servieing official you must be aware that all servicing activities you take

must conform to the:
(1) Small Business Act;

(2) Code of Federal Regulations;

EFFECTIVE DATE: DECEMBER 1, 1997
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3) SBA policy and procedures, including SOPs and Notices that are issued and
amended periodically; and

(4) SBA Form 750, "Loan Guaranty Agreement (Deferred Participation).”

b. What do you need to know about the regulations?

(1) From time to time, SBA publishes changes to the CFR to implement new
legislation or to clarify or modify existing regulations. These changes are
published in the Federal Register and incorporated into the bound version of the
CFR annually.

(2) This SOP provides the text of the regulations related to loan servicing contained
in CFR, Title 13 "Business Credit and Assistance," Part 120 "Business Loans" (13
CFR Part 120).

NOTE: The "MANDATORY" words in the CFR are "SHALL," "WILL," and

"MUST."

The subsections of 13 CFR Part 120 which pertain to loan servicing are provided
in the corresponding sections of this SOP. Other parts and sections of 13 CFR
which relate to loan servicing are:

(a) 13 CFR Part 101.104 which contains current policy on the delegations of
authority for loan administration;

(b) 13 CFR Part 102 which pertain to disclosure regulations under the
Freedom of Information and Privacy Act of 1974; and

(c) 13 CFR Part 105 which contains the "Standards of Conduct."

c. What do you need to know about SBA policy in this SOP?

(1)

)

This SOP provides 7(a), 504, and direct business loan policies to follow for
servicing all loans. These policies were established based on sound lending
practices derived from the experience of SBA loan servicing officials like you.
On occasion, SBA policy may not adequately address a special circumstance you
are handling. In those cases, you may be able to justify an exception to policy
while still practicing prudent lending standards.

The policies in this SOP are applicable to all SBA loans classified as in "regular

servicing" status (which include loans undergoing "intensive servicing") and are
serviced by:
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(a) SBA;
(b) Lender; or
(©) Certified Development Company (CDC).

3) For SBA loans classified as "in liquidation" status, refer to SOP 50 51, "Loan
Liquidation & Acquired Property."

d. What do you need to know about the 750 agreement (Loan Guaranty Agreement)?

(1) The SBA Form 750, "Loan Guaranty Agreement (Deferred Participation),” is
SBA's contract with the lenders in the 7(a) Program. You should read it along
with any supplemental agreements and understand it fully. You should refer to
them whenever you have a question of what is expected of the SBA or the
participating lender.

(2) The lender - SBA contracts for the 7(a) Program include:
(a) SBA Form 750, "Loan Guaranty Agreement (Deferred Participation);"

(b) SBA Form 750B, "Loan Guaranty Agreement (Deferred Participation)"
for Short Term Loans;

(c) SBA Form 1186, "Supplemental Guaranty Agreement, Certified Lenders
Program (CLP);"

(d) SBA Form 1347, "Supplemental Guaranty Agreement, Preferred Lenders
Program (PLP);"

(e) SBA Form 750EX, "Supplemental Guaranty Agreement, Export Working
Capital Program (EWCP);"

® SBA Form 1918, "Supplemental Guaranty Agreement, FASTRAK
Program;" and

(2) SBA Form 750B or SBA Form 750 for use in the LowDoc and CAPLines
programs.

EFFECTIVE DATE: DECEMBER 1, 1997
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CHAPTER 2

HOW DOES SBA SERVICE LOANS?

1. What is a Servicing Action?
A servicing action is any action that changes the existing terms of the loan. Generally, a
servicing action results from a request from the borrower for SBA-serviced loans, and from the
lender or CDC for loans serviced by them. Servicing actions generally require that loan
servicing "recommending" and "approving" officials complete an SBA Form 327, "Modification
or Administrative Action" (327 action).
2. Who Has Authority to Take Servicing Actions on SBA Loans?
a. Who can recommend a loan servicing action?
The recommending official.
A recommending official is an SBA staff member who has met the requirements outlined

in the Delegations of Authority published in the Federal Register, and who is authorized
by his/her supervisor to take such actions. (This is usually the servicing loan officer.)

b. Who can approve a loan servicing action?
The approving official.
An approving official is an SBA staff member who has met the requirements outlined in

the Delegations of Authority published in the Federal Register, and who is authorized by
his/her supervisor to take such actions. (This is usually the line supervisor.)

c. Whe-ean approve servicing requests not otherwise delegated to an approving
official?

(1) This SOP will identify the actions which will require a higher level of approval
(e.g., actions requiring the approval of the AA/FA or designee).

(2) Approval authority for actions related to loans classified as "in liquidation" are
identified in SOP 50 51, "Loan Liquidation & Acquired Property."

EFFECTIVE DATE: DECEMBER 1, 1997
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Supervisory attorney is defined as follows:

(1
)

3)

(4)

District counsel in a district office;

Senior litigation counsel in the litigation units and administrative law litigation
units.

Supervisory attorney in the Santa Ana Disaster Loan Servicing and Liquidation
Office and the commercial loan servicing center(s); and

Servicing center attorney in a disaster home loan servicing center (or, if there is
none, the district counsel in the nearest district office).

O 00000 0OOO O OO0 OO O OO OOOOOOOO 0OOOOOOOO

What is the Rule of Two approval process?

)

NOTE:

What is the "Rule of Two?"

All servicing actions taken under delegated authority must reflect the
recommendation(s) of the recommending official who initiated the action and
approval by an approving official [e.g., using SBA 327, Liquidation Litigation
Tracking System (LLTS) screens, etc.]. Both officials must be certified under the
delegation of authority to take the action. This process is called the "Rule of
Two." (Special actions that may be approved under the "Rule of Two' or
require the authority of the Claims Review Committee are discussed in the
SOP 50 51, Chapter 17, "Compromise Actions.')

It is important to recognize that you must carefully exercise this loan servicing
authority.

(a) Prudent lending practices must always be followed. All actions must be
consistent with applicable loans and regulations.

(b) Servicing actions must be taken only if:

1. It will assist the small business in solving the problem and improve
its ability to repay the loan; and

il. It will assist the Agency in realizing maximum recovery.

EFFECTIVE DATE: DECEMBER 1, 1997
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2) What happens if your recommendation for action is NOT approved by the
approving official?

(a) If your approving official does NOT approve your recommendation for
action, he or she must add comments and recommendations to your 327
action and refer the case to the second level of authority. That next level
of authority must indicate the final action taken and the basis for the
decision.

(b) If the position taken at the second level of authority is contrary to the
differing recommendations of both you (the recommending official) and
the first approving official, the matter will go forward to the next level of
authority until concurrence with a prior recommendation is reached.

A3) Example:

(a) You are an economic development specialist, and you recommend a
subordination in a 327 action to your approving official, for example, the
assistant district director for economic development (ADD/ED).

(b) If the ADD/ED approves your 327 action, the action is final and the
subordination is approved.

(©) If the ADD/ED declines the action, he or she must refer the action to the
second level of authority which, for example, is the deputy district director
(DDD). If the DDD concurs with either your recommendation or that of
the ADD/ED, the action is final. For example, if the DDD concurs with
your recommendation to approve the subordination, the subordination is
thereby approved. However, if the DDD concurs with the ADD/ED's
decision to decline the subordination, the subordination is declined.

(d) If the DDD does not uphold either recommendation, and recommends yet
another action, such as a shared security interest, the DDD must refer the
action to the next highest level of authority. In this example, the DDD
would refer the action to the district director (DD).

Note: Regardless of title, all officials must have appropriate Delegation of Authority
from the associate administrator for financial assistance (AA/FA).

oo O 000 000OOOOO 0OOO 0OOO 0OOOOOOO O OO O O O O 0OOO 0OOOO 0O OO OO

f. What actions can you approve WITHOUT the rule of two?
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Any SBA employee who has completed the Commercial Credit Course - Level I may,
when authorized by his/her supervisor, unilaterally:

(1) Correct obvious typographical errors in loan authorizations;
(2) Extend disbursement periods on partially disbursed loans;

3) Release the cash surrender value or dividends to pay premiums due on insurance
policies;

(4) Extend initial principal payment dates;
(5) Adjust interest payment dates; and

(6) Release equipment (or hazard insurance checks) where the total value being
released does not exceed $5,000.

©O 00 0O 0OOO 0OOOOOO O 0OOO OOOO OOO 0OOOOOOOOOOOO00O OO

How do you handle a request for reconsideration?

You should handle requests for reconsideration of proposals in the same manner as the
original proposal with the "Rule of Two" process. You must submit the request to the
next level of authority.

©O 00 0O 0OOO 0OOOOOO O 0OOOOOOOOOOOO OOOOOO OOO OOOO OOO O 0OOOOOOOO O OO0OO0OO O O

How do you handle a non-deserving verbal request for a servicing action?

You may reject any verbal request for loan servicing which is grossly lacking in merit or
supporting documentation. You do not need to write a recommendation or refer the case
to an approving official. You must document the request and your action in the
Delinquent Loan Collection System (DLCS).

©O 00 0O 0OOO 0OOOOOO 0OOOOOOOO OO OO O 0000 O O

How do you handle exceptions to policy?

EFFECTIVE DATE: DECEMBER 1, 1997
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(1) Any servicing action which is not in full compliance with mandatory policy
("must" sections) is an "EXCEPTION TO POLICY." Final authority to
approve an exception lies with the AA/FA or designee.

(2) If you are recommending a 327 action which is an exception to policy, you must:

(a) Justify fully in the 327 action the reason for deviating from standard
policy;

(b) Route the 327 action through SBA counsel;
(c) Route the 327 action through your approving official for action; and
(d) If concurrence is obtained, have your approving official refer the action to

the AA/FA or designee for action.

oo ©O 00 0O 0OOO O0OOOOOO OOOOOOOO O 0OOOOOOO O OOO OO OO O OO OOOOOO OO OO O O OOOOOGO OO

i How-do you-hamdle servicing actions when an SBA employee or an employee's
relative is the obligor?

You must refer all requests for substantial relief from an SBA employee or "close

relative" of an SBA employee who is an obligor on a loan, through the chain of

command, to AA/FA for final action.

(1) Substantial relief actions include the release of an obligor on a loan, substantial
restructuring of payments, substantial release of collateral, etc. When in doubt,
consider the requested action to be substantial.

(2) Regulations:

13 CFR 120.10.
Definitions.

Close Relative is a spouse; a parent; or a child or sibling; or the spouse of any such person.
3. Which 327 Actions Must SBA Counsel Review?

a. Legal counsel must review all 327 actions involving the following activities (exceptions
are noted in the corresponding categories):

(1) Exceptions to policy;

(2) Conflict of interest/preference;

EFFECTIVE DATE: DECEMBER 1, 1997
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3) Acquisition of environmentally impaired property;
(4) Transfer of a loan to another lender;

(%) Subordinations (review includes the 327 action and other documents deemed
necessary);

(6) Assumptions (review includes the 327 action and other documents deemed
necessary);

(7) Release or substitution of collateral;

(8) Release or substitution of obligors;

) Workouts;

(10)  Purchase under the SBA guaranty, including "repairs" and denials of liability;
(11)  Deeds in lieu of foreclosure;

(12)  Review of liquidation plans (for issues regarding legal compliance, e.g., legal
expenses);

(13) Payment of attorneys' fees;

(14) Transfers of a loan into litigation;

(15)  Transfers of a loan out of litigation;

(16) Al 327 actions on loans in litigation status;

(17)  Purchase and/or payment of prior liens;

(18) Payment of real estate taxes;

(19) Compromise actions;

(20)  All charge-offs;

(21)  Any other document or 327 action with issues regarding legal compliance; and

(22)  Substantive revisions to the loan authorization;

EFFECTIVE DATE: DECEMBER 1, 1997
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NOTE: Other exceptions may be noted in Chapter 6, ""Special Loan Programs."

b.

Counsel must refer all purely credit issues or administrative aspects to the servicing
division.

For lender-serviced loans, the lender is responsible for the proper preparation and legal
review of all documentation.

For CDC loans, the CDC is responsible for preparing all documents. The SBA counsel
must review all CDC prepared documentation.

4. What Other 327 Actions Does SBA Counsel Typically Review?

Besides the 327 actions listed above which counsel must review in each instance, the following
are examples of other 327 actions which counsel should review:

a.

b.

NOTE:

Transfers into liquidation status;

Protective bids at foreclosure sales;
Assignment for the benefit of creditors;
Alterations in the terms of any loan instrument;
Disposal of ColPur;

Transfers to servicing from liquidation; and
Abandonment of collateral.

For all matters discussed in this SOP where there is an issue regarding legal compliance,
final authority rests with the General Counsel or designee.

EFFECTIVE DATE: DECEMBER 1, 1997
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CHAPTER 3

ADMINISTRATIVE ASPECTS FOR LOAN SERVICING

1. Transferring Loans to the Commercial Loan Servicing Centers (CLSC).

a. Which loans must a field office/processing center transfer to a CLSC?
(1) A field office (district, branch, or the PLP processing center) must transfer all
SBA loans, whether serviced by SBA, a lender, or a CDC to the appropriate SBA
CLSC.
BEFORE you transfer a loan, the loan must:

(a) Be fully disbursed (any undisbursed balance must be canceled before a
transfer);

(b) Be current in payments (under 30 days past due);

(c) Be in "regular servicing" status;

(d) Have the guaranty fee paid; and

(e) For SBA-serviced loans secured by personal property collateral or fixture
filings, be current on Uniform Commercial Code (UCC) National

Financing Statement filings with the appropriate data input. You must:

1. Continue all UCCs which have lapsed or will lapse within 6
months of the transfer;

ii. Input the UCC-1 refiling dates into the SBA's "Loan Accounting
Update Display (LAUD)" database screens, specifically on the
LAUD30 screen.

NOTE: For CDC-serviced loans, CDCs must track and file the UCCs and
submit them to SBA for signature.

(2)  You must also transfer all loans that:

(a) Are classified as "returned to regular servicing" status; and

EFFECTIVE DATE: NOVEMBER 2, 1998
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(b) Have been returned to regular servicing status, because the borrower has
made at least three payments as agreed.

NOTE: EWCP is an exception to this policy for loans being
transferred to the CLSC. (Refer to Chapter 6, "Special
Loan Programs," paragraph 9 titled "Export Working
Capital Program (EWCP)" subparagraph -- "Servicing
responsibilities" for additional information.)

The locations of SBA commercial loan servicing centers are:

(a) Little Rock.

U.S. Small Business Administration
Commercial Loan Servicing Center
2120 Riverfront, Suite #100

Little Rock, AR 72202

Little Rock services loans for Regions I, II, III, IV, and VI.
(b) Fresno.

U.S. Small Business Administration

Commercial Loan Servicing Center

2719 N. Air Fresno Dr., Suite 107
Fresno, CA 93727-1547

Fresno services loans for Regions V, VII, VIII, IX, and X.

What loans must the field office retain?

(1)
2
€)
4
©)

Loans which require special servicing action at the field office level.
Loans that are not fully disbursed.

Loans for which the loan status does not show "regular servicing."
Loans that have been paid-in-full or charged-off.

Loans with potential problems which have an erratic payment history or loans
with ongoing or anticipated problems.
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(6) Loans classified as "in-liquidation/litigation."
NOTE: Litigation files must be retained by the field office.
c. What loans will the CLSC transfer to the field office?

(1) Loans which are 60-120 days or more past due and for which a workout plan in
the CLSC is not possible, [unless the CLSC determines that the lender/CDC/small
business company (SBC) has a viable workout plan in place (or being
developed)];

"non:

(2) Loans to be classified as "in liquidation," "in liquidation-litigation," or "in
litigation;"

3) Loans (when requested) for which the field office is processing a new SBA loan
application (alternately, the field office may request comments of CLSC); and

(4) Loans which the field office could better handle, for example:
(a) Complicated loan workouts;
(b) SBA-serviced loans which are chronically past due;

() Loans with an irregular payment plan which requires frequent adjustment;
or

(d) Loans requiring a manual accounting system.

d. When do-you-transfer loans between field offices or between commercial loan
service centers?

(1) From time to time, you will need to request that another field office or CLSC
accept responsibility for further action on a loan. An example is when a borrower
moves outside of your jurisdiction.

(2) A field office or CLSC must accept a valid transfer of a loan and should perform
any reasonable task on a non-transferred loan for another field office.

3) A loss generated under any transferred account will be attributed to the
transferring office.

2. Lender/CDC/Office of the Inspector General (OIG) Reviews.

EFFECTIVE DATE: OCTOBER 1, 1999
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Refer to Appendix 30, "Loan Policy and Program Oversight Guide for Lender Reviews," in
this SOP for the policy and procedures for lender and CDC reviews.

In the event that an OIG's investigation raises questions regarding SBA's obligation to honor it's
guaranty for an SBA guaranteed loan, the field office will follow the same guidelines as noted in
Appendix 30, paragraph VIL.D., titled "Loan Deficiency Notification." If the results of the OIG
review go to OFA instead of the field office, OFA will provide the field office with the
appropriate information to comply with Appendix 30.

What Actions May You Take if the Lender/CDC is Not Properly Servicing its Loans?
a. You have the responsibility to report and act on the findings of your field reviews.
b. Regulations for 7(a) lenders:

L3CFR.I2043 1. o oo o oo covoooomons oo ooososoesaos

Suspension or revocation of eligibility to participate.

SBA may suspend or revoke the eligibility of a Lender to participate in the 7(a) program because of a
violation of SBA regulations, a breach of any agreement with SBA, a change of circumstance resulting in
the Lender's inability to meet operational requirements, or a failure to engage in prudent lending
practices. Proceedings for such purposes will be conducted in accordance with the provisions of part 134
of this chapter. A suspension or revocation will not invalidate a guarantee previously provided by SBA.

See Subpart D in SOP 50 10, "Business Loan Program - Loan Processing" for additional
information.

c. Regulations for CDCs:

ooo oo o o0 o 00000000

(1) 13.CER. 120.982..... cccceeereen

Correcting CDC servicing deficiencies.

SBA may require corrective action, including the transfer of existing or pending financings to
another CDC in good standing. SBA must notify the CDC in writing of any servicing, reporting
or collection deficiencies and the corrective actions to be taken. SBA may instruct the CSA to
withhold service and late fees and may assess the CDC up to $250 per day for expenses incurred
by SBA to correct the deficiencies. If non-compliance continues for 90 days, SBA may take the
fees as compensation for its efforts to obtain compliance.

ooo oo o 0o o 00000000

(2)  13.CER.120983.......... .....

Transfer of CDC servicing to SBA or another CDC.

If a CDC fails to correct servicing deficiencies, or is unable or unwilling to service its portfolio,
SBA may assume the servicing or require the transfer of all or part of the CDC's portfolio to
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another CDC within or adjoining the deficient CDC's Area of Operations. If there is no suitable
CDC, SBA may approve a transfer to another entity. Future service fees from transferred loans
will be paid to the transferee. In addition, the CDC's processing authority will be temporarily
suspended.

ooo oo o o o 00000000

(3)  13.CFR.120.984.... .. . . . coccnseovancee
Suspension or revocation of CDC certification.
(a) Suspend or revoke.

©0 0 000 0 000 0000000 00 000000 000 0 O 000 00000000 0O 00 0 o 0 oo

The AA/FA may suspend or revoke the CDC's certification if a CDC:

1) Violates a statute, an SBA regulation, or the terms of a Debenture,
authorization, or agreement with SBA;

?2) Makes a material false statement, knowingly misrepresents, or fails to state a
material fact;

A3 Fails to maintain good character;
“ Fails to operate according to prudent lending standards;
o) Fails to correct servicing, collection, reporting, or other deficiencies; or,
) Is unable or unwilling to operate in accordance with the requirements of this
part.
(5 Transfer portfoio.

Upon suspension or revocation, the CDC must transfer its remaining portfolio and any
504 applications or financings in process to another CDC designated or approved by
SBA. If a pending 504 financing is completed after a transfer, any deposit must also be
transferred. Any fees must be apportioned by SBA between the two CDCs in proportion
to services performed.

ooo ©000000 © 000000 0000000

(c) Provide written notice.

SBA must give written notice to the CDC at least 10 business days prior to the effective
date of a suspension or revocation, informing the CDC of the opportunity for a hearing
pursuant to part 134 of this chapter.

4. Setting Up Lender and CDC File.

a. Each field office and Commercial Loan Servicing Center (CLSC) must create and
maintain a "Lender File" and a "CDC File" for each lender and CDC that participates
with SBA in the market served by the office. Use SBA Form 232, the standard SBA loan
file folder. The details listed below are to be used as a guide for the field offices. The
CLSCs will use these files to maintain correspondence and general loan servicing

EFFECTIVE DATE: OCTOBER 1, 1999
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information for a specific lender or CDC.

b. Divide the file into six sections which will contain material as follows.

0y

2

&)

C))

©))

(6)

3-6

Section I - Guaranty Agreements.

(a) For a 7(a) lender, a copy of the executed SBA Form 750, "Loan Guaranty
Agreement" and supplemental loan guaranty agreements.

(b) For a CDC, a copy of the certification letter with any amendments, such as
change in service area or approval under the Accredited Lender Program
(ALP).

Section II - Annual Report.

Current lender or CDC annual statement/report.
Section II1I - Examiner's Reports.

(a) Lender Review Report (Appendix 30, "Loan Policy and Program
Oversight Guide for Lender Reviews").

(b) "Chron" type summaries of lender telephone contacts.

(c) Other formal or informal reports by SBA personnel who contact or are
contacted by lender.

Section IV - Correspondence.

Copies of general correspondence to/from lender. (Do not include
correspondence relating only to a specific loan.)

Section V - Loan Servicing Documents.

Quarterly Guaranty Loan Status Report (which the SBA Form 1502 has replaced),
or any loan status report for a lender or CDC. [Note: The SBA Form 1502 will
not be sent to the field offices but to the fiscal transfer agent (FTA).] This
information will be input into the SBA database electronically and available to the
field offices via the computer terminal. (See Chapter 15, "Loan Collection
Monitoring & Reports.")

Section VI - Miscellaneous Documents.
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General information regarding the lender or CDC, including newspaper clippings
and other information not accommodated in other sections of file.

5. SBA Field Visits to Borrowers with Lender or CDC-Serviced Loans.

a. Generally, a field visit to the borrower for an SBA guaranteed or development company
loan will be made by the lender or CDC. However, you may make a field visit on behalf
of SBA if a lender, CDC, or borrower requests your presence or if you conclude that a
field visit by SBA is necessary.

b. You should make the visit jointly with the lender or CDC loan officer. If that is not
possible, advise the lender or CDC that you intend to conduct a field visit. Report the
visit on the Delinquent Loan Collection System (DLCS).

c. Refer to SOP 50 51 for additional information. It is in Chapter 8, "Lender-Serviced
Liquidations" in paragraph 8 titled, "What Steps Should SBA Take after Being Notified
of an Adverse Event?"

6. SBA Field Visits to Borrowers for SBA-Serviced Loans.

For information on this topic, refer to SOP 50 51. It is in Chapter 6, "SBA Serviced-
Liquidations" in paragraph 5 titled, "Mandatory Field Visit Requirements."

7. What Fees Does SBA Charge a Lender?

oo 000000000 O O0OOO

a. Servicing Fees.

(1) Regulations:

13 CER.120.220(8). - . -
Fees that Lender pays SBA.

The Lender shall also pay SBA an annual service fee equal to 0.5 percent of the outstanding
balance of the guaranteed portion of each loan. The service fee cannot be charged to the
Borrower. SBA may institute a late fee charge for delinquent payments of the annual service fee
to cover administrative costs associated with collecting delinquent fees.

(2) This fee was effective as of October 13, 1995, for all loans approved on that day

and forward.

oo 0 0000 O O0O0OO0O

b. Review Fees

(1) Regulations:

EFFECTIVE DATE: OCTOBER 1, 1999
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13 CER.120.4%...... ..

PLP performance review.

SBA may review the performance of a PLP Lender. SBA may charge the PLP lender a fee to
cover the costs of this review.

(2) SBA's PLP review center will conduct periodic reviews of PLP lenders. The
regulations permit SBA to assess a fee for a PLP review.

What Fees Can a Lender Charge?

oo

a.

0O 000 00OOODOOO OO OCOOOOO OO OOOOO O 00O

Fees charged by lender to borrower.

ooo © 000000000000 00000000 O 00 OO0

(1) Extraordinary servicing fees.

(a) Regulations:

LI CER.J120.220.(0)s. « oo coceccovoo o o oooo ooomoocon

Fees which the Lender may collect from a loan applicant.
Extraordinary servicing.

Subject to prior written SBA approval, if all or part of a loan will have extraordinary
servicing needs, the Lender may charge the applicant a service fee not to exceed 2
percent per year on the outstanding balance of the part requiring special servicing.

(b) An example of extraordinary servicing is the special servicing required on
an Asset Based Line of Credit, under the umbrella of the CAPLines
program where the lender must conduct field audits of inventory and
accounts receivable, collect receivables, and maintain cash collateral
accounts.

ooo © 000000000000 00 OOOOOOO

(2) Out-of-pocket expenses.

(a) Regulations:

13 CFR 120.221 (c).
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Fees which the Lender may collect from a loan applicant.
Out-of-pocket expenses.

The Lender may collect from the applicant necessary out-of-pocket expenses such as
filing or recording fees.

(b) Expenses incurred by the lender may be added to the loan balance while
SBA's guaranty is outstanding with SBA's approval (except for PLP,
LowDoc, and FASTRAK). For loans sold in the secondary market, they

may NOT be added to the loan balance prior to SBA purchasing the
guaranty.

ooo © 000 000 O 000 0000

3) Late payment fee.
(a) Regulations:

L3 CER.120.221.(d)s0 « oo coocooc o000 o 000 oooooocons

Fees which the Lender may collect from a loan applicant.

Late payment fee.

The Lender may charge the Borrower a late payment fee not to exceed 5 percent of the
regular loan payment.

(b) Is the fee mandatory?
1. No, the late fee is optional; and
il. Lenders may charge less than 5 percent.

(©) When can the lender charge the late fee?
The late fee may be collected if the lender receives a payment more than
10 days after its due date. For example, if the payment is due on the 5th,
the lender can collect the late fee if the payment is received on or after the

16th.

(d) Who is responsible for collecting the late fee?

EFFECTIVE DATE: OCTOBER 1, 1999
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It is the lender's responsibility to collect the late fee from the borrower.
The lender must not add the late fee to the principal amount of the loan
under any circumstances.

(e) Does the lender have to share the late fees collected with the investor if
the loan has been sold in the secondary market?

© 00 ©0 00O 0000 0OOO 0OO0OO0OOOO OO 0OOO 0OOOOOO 0OOO OO O0OO OOOOOO ©OOOO 0OOO OO OOOOOOO0

No. The late fee belongs to the lender and is not shared with the investor.
6y} What happens to the late fee if the loan is purchased by SBA?

The lender must not add late fees to the transcript of account submitted by
the lender for purchase of the guaranty. The SBA will not be responsible
for paying any late fees. If SBA purchases a loan, SBA will permit the
lender to collect late fees from the borrower which were owed at the time
of purchase, but only AFTER SBA has been paid in full. The lender must
apply all scheduled loan payments first to interest and then to principal.

© 000 0O0OOO 00O 00O 000000 O O

What fees are prohibited?

Regulations:

L3 CER.J20.221.(8)s 0 < oo coocooc co0 0 o 000 socooocons

Fees which the Lender may collect from a loan applicant.

No prepayment fee.

The Lender may not charge a fee for full or partial prepayment of a loan.

© 000 0OOODOOOO OO 0COO OOO OO OO O 0OOO 00OOOOOOOO O OOOOOOOO 00O OO0

Fees charged by lender to SBA for servicing purchased loans.

(1

)

)

The lender may deduct a servicing fee for collecting and remitting SBA's share of
a borrower payment on a loan where SBA has purchased the guaranty (an XGP
loan).

The lender must compute the fee based on SBA's participation in the loan and the
number of days of interest collected. (For method of computing fee, see

SBA Form 172, Transaction Report on Loan Serviced by Lender.) A lender must
not collect a servicing fee from principal received (for example, payment from
liquidation proceeds).

The lender deducts the service fee prior to remitting SBA's share of a payment to

EFFECTIVE DATE: OCTOBER 1, 1999
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SBA. The lender must use SBA Form 172 to remit payment to SBA.

The lender must submit XGP loan payments for loans in regular servicing status
to the SBA's Denver Finance Center (DFC) in Denver, within 15 days from the
date the lender receives the funds from the borrower. Denver will notify
electronically the appropriate district office of the receipt of funds.

Reviews of lenders participating in the Preferred-Lender Program (PLP) and
Certified-Lender Program (CLP) will include a review for compliance with the
15-day payment period. Lenders that are found not to be making timely payments
may be subject to corrective actions by the Agency.

Servicing and liquidation expenses paid by the lender must be customary and
reasonable for the services obtained and consistent with local practice. The SBA
will examine expenses during lender reviews and at the time of guaranty purchase
or completion of liquidation to ensure that they meet these guidelines. Particular
emphasis will be placed on review of legal expenses.

0. What Fees Relate to Certified Development Companies (CDC) and to CDC Loans?

a. Some of these fees are:
(1) Servicing fee;
(2) Late fees; and
3) Assumption fees.

b. See Subpart H, "Development Company Loan Program" in SOP 50 10, "Business Loan
Program - Loan Processing," for a detailed explanation of all fees relating to CDCs and
CDC loans.

10. How Do You Suspend/Terminate/Reinstate CDC Servicing Fees?
a. H-the CDC-does not eomply-with-its servieing respensibilities in accordance with the

requirements of the regulations and of this SOP, the SBA may:

(1)

Suspend or terminate the CDC's servicing fees;
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Take such action as provided in SBA's regulations, quoted in this chapter; and

Take necessary action to correct any servicing deficiency. A CDC may be liable
for administrative expenses as a result of a servicing deficiency that could cause
serious harm to SBA.

Notification of deficiency.

(1)

2)

€)

(4)

If you identify a deficiency, you must contact the CDC to resolve any
problem/misunderstanding. A deficiency may exist with respect to an individual
loan, multiple loans or the total portfolio of the CDC.

If the deficiency is not corrected, you must submit written notice to the CDC.
This notification must describe the nature of the deficiency and recommended
actions to resolve the problem.

If no response is received from the CDC within 15 days, you must send a second
letter by Certified Mail-Return Receipt Requested to the CDC clearly specifying
the consequences involved.

If the CDC responds that efforts to correct the servicing problem(s) were
attempted without results due to lack of cooperation or failure by the SBC(s), the
CDC and SBA will work together to resolve the problem. Responsible, good
faith efforts by the CDC and SBA should avoid the need for further action against

00000 00 0OOOO0O0O0O0O O 0O

Suspension of servicing fees.

(1

)

)

If the CDC is unable to resolve its servicing deficiencies or does not submit the
required reports within the specified time frame, it is negligent in performing its
servicing responsibilities. The district office/Servicing Center must proceed to
suspend or terminate the CDC's servicing responsibilities and fees. These fees
will continue to be collected and remitted to the Agency. If another CDC should
take over servicing, then it will receive the fees collected.

If based on the inability to resolve deficiencies you decide by 327 action to seek
termination of CDC Certification (described in paragraph 4) titled "What Actions
May You Take if the Lender/CDC is Not Properly Servicing its Loans?"), you
should suspend the CDC's servicing responsibilities and fees during the process of
revocation of CDC certification.

You must process your recommendation to suspend CDC servicing fees by a 327
action for approval/decline under the rule of two. The 327 action must identify
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the reason for the suspension and identify the CDC to which servicing and
servicing fees are to be transferred. If a CDC is not available to assume servicing
responsibility, servicing must be transferred to SBA. If approved, you must
provide written notification to the CDC, the Central Servicing Agent (CSA), and
the reciprocating field office/Servicing Center cooperating in the servicing of the
CDC's portfolio. You must send a copy of the 327 action and fee suspension
notice to the AA/BLS.

oo 0 00000000 O 0OOO OO 00 OO0

d. Reinstatement of fees.

You must process a reinstatement of servicing fees by a 327 action. If approved, you
must provide written notice to the CDC and the CSA of the effective date of the
reinstatement. Such action must be processed and approved under the rule of two. You
must send a copy of the 327 action and fee reinstatement notice to the AA/BLS.

oo 0O 00 0000000 0000 OO0

e. 327 distribution.

You must file the original 327 action in the lender (CDC) case file with a copy in the loan
case file(s).

oo 0O 00 0O 00O 0000 O OO 0OOOOOOOO O 0O O0OO

f. Termination of servicing fees.

(1) Termination of servicing fees will result only from suspension or termination of
the CDC's certification.

(2) When a termination action is taken, you must assign all or part of the CDC's
portfolio to another responsible CDC or, if necessary, to SBA. In this case, the
assignor CDC will have no rights to any further fees. These fees will be paid to
the transferee.

oo © 0000000 0O 0OOOOOOOO O 0000 OO O O OO

g. Transfer of servicing fees to SBA.

(1) SBA will perform the servicing functions if a CDC is no longer performing these
functions and SBA cannot transfer the portfolio to another CDC.

(2) You must submit written notice to the CSA to transfer the servicing fees to SBA.
Your notification must identify the CDC of record and the effective date of
transfer to SBA. Upon notification, the CSA will remit servicing fees to the
Denver Finance Center (DFC) in Denver,CO.

oo 0O 00000000 O OO OO O 0OOOOOO 00000 0OOOOOOOO OOO O 0OOO O O OO

h. Collection of administrative expenses from the CDC.

EFFECTIVE DATE: OCTOBER 1, 1999
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If the CDC does not rectify a negligent situation after having been notified to do
so, you may charge the CDC with the administrative costs/expenses incurred by
SBA to correct the servicing deficiencies.

You should base administrative costs/expenses on time and charges necessary to
correct a deficiency. The amount charged on a per diem basis must not exceed
$250 per day. You must credit the CDC for any suspended servicing fees
collected by the SBA.

EFFECTIVE DATE: OCTOBER 1, 1999
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CHAPTER 4

ooooooo

GENERAL
LOAN SERVICING REQUESTS AND ACTIONS

1. General Guidelines for Loan Servicing and SBA's Policy on Lender Servicing.

a.

It is SBA's policy that all lenders must service and liquidate all loans which were
approved on or after October 1, 1997. For loans approved before October 1, 1997, all
lenders are expected to service and liquidate a loan when they have asked SBA to honor
its guaranty.

This chapter provides a description and guidance for processing of servicing requests
received from borrowers, lenders, and certified development companies (CDCs). For
most servicing actions, the process is the same for lenders, CDCs and SBA personnel.
Actions delegated to the lender or the CDC must follow the same requirements.
Exceptions to this general policy are noted.

As you follow the guidance of this SOP, we ask that you remember three factors:

(1) The individuality of each business;

(2) Your loan servicing responsibility; and

3) The general steps for loan servicing.

Each small business is unique. For that reason, you must:

(1)  Analyze all servicing actions within the context of the situation; and

(2) Consider what is in the best interest of the small business borrower and the SBA.

You must follow accepted standards of prudent lending. Loan servicing includes
monitoring or reviewing:

(1) Borrower's business operations, as generally reflected in the borrower's financial
statements and other information,;

(2) Borrower's loan repayment history;

3) All actions must be commercially reasonable; and

EFFECTIVE DATE: NOVEMBER 2, 1998
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4) Lender's servicing and liquidation actions must be consistent with the lender's
procedures on non-SBA loans.

f. Loan servicing assistance involves:

(1) Recognizing a borrower's opportunity for growth;

(2) Recognizing a problem or potential problem early;

3) Identifying the basic reason for a servicing action; and

(5) Determining the solution and taking appropriate action.
What is the Objective of Loan Servicing Actions?
Loan servicing should reflect a positive outlook to meet the short and long term needs of the
small business. You must recognize the possible results of your action (or inaction) on the
ultimate success of the borrower.
You are responsible for:

a. Servicing actions necessary to support the normal growth of the business; and

b. Evaluating and responding to problems which may arise; this may require providing
relief to the borrower through modification of loan terms.

What are Indicators of Potential Servicing Problems?

a. The loan servicing function starts at the time of initial disbursement. You should
continuously monitor your portfolio for warning signals.

b. Warning signals include:
(1) Payment default notices or checks returned for insufficient funds (NSF);
(2) Requests for relief in loan terms and conditions;

3) Cash flow problems (e.g., placement of borrower on Cash On Delivery by
suppliers);

4) Adverse changes or declining financial/economic trends in the trade;

(5) Cancellations of life or hazard insurance policies;
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(6) Death or illness of a principal(s);

(7 Tax problems (local, State, or Federal; especially failure to pay "withholding"
taxes);

(8) Substantive changes in officers, managers, ownership, control, or method of
operation;

) Fire or loss of collateral due to natural disasters;
(10) Legal actions;
(11)  Loss of contracts; and

(12)  Borrower's failure to submit financial statements timely.

C. Business loan delinquencies in excess of 60 days should trigger intensive servicing
activity by the loan officer since this is a prime symptom of underlying problems. This
SOP provides more guidance regarding problem loan workouts in Chapter 7, "Workout
and Intensive Servicing Responsibilities of Field Offices and Service Centers."

4. How Should You Prepare a Response to a Servicing Request?

a. You must be familiar with all documents which contain the terms and conditions for the
loan (e.g., notes; mortgages; loan, guaranty, and participation agreements).

b. Documentation, terms and conditions vary with different loan programs. You should be

familiar with the loan programs and their required documents. For individual loan
servicing actions, you may need to review the following:

(1) Loan application and related documents;

(2) Processing Loan Officer's report;

3) Authorization,;

(4) Settlement Sheet (for follow-up if counsel's review indicates problems); and

(5) All documents supporting the loan (Note, lien instruments, evidence of insurance,
etc.).

5. What is Required in the Servicing Request to SBA?

EFFECTIVE DATE: NOVEMBER 2, 1998
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In general, requests for all servicing actions should address a common set of elements from
which you can make a decision. For lender/CDC-serviced loans, the lender/CDC must submit to
SBA the information necessary to support the proposed action. For SBA-serviced loans, you
must tell the borrower what information to submit.

a. Each servicing request to SBA must include the following:
(1) A statement of the proposed action.
(2) A description of why the request is needed.
3) A summary of the analysis of the business, including analysis of financial
statements.
NOTE: For SBA-serviced loans, you should request that the borrower
submit year-end and interim statements, if available.
(4) Summary of prior servicing experience with the borrower.
%) Identification of guarantors/co-makers and a statement as to whether their consent
for the proposed action has been or will be obtained.
(6) A summary of the impact/benefit of the action on the business.
(a) Will the proposed action address the needs or solve the problem of the
business?
(b) Will the action protect the interests of the lender/CDC and SBA?
(7) For loans sold in the secondary market, the lender/ALP-CDC must state whether
they have obtained approval from the FTA.
b. For lender/CDC-serviced loans, a copy of their internal credit memorandum may be used

if it provides the information necessary for you to consider their servicing requests. To
help with preparation of servicing requests, the SBA's CLSCs have suggested loan
servicing formats for use as a guide for submitting the requests. You may request a copy
of the guide from either of the centers.

C. For development company loans, the CDC should also provide the status of the
participating third party loan and indicate whether the third party lender concurs with the
recommended action.
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6. What are Additional Requirements for Actions Affecting the Loan Collateral?
It is SBA's policy to protect its interests by maintaining responsible control over collateral items

pledged to secure the loan. For issues regarding adjustments to the collateral, it is necessary for
you to fully review the benefits and risks.

a. Servicing request.
For all actions which affect "collateral," you must address the following items in addition
to those listed in paragraph 4-5 titled, "What is Required in the Servicing Request to
SBA?":

(1) Summary of prior collateral actions approved by the lender/CDC unilaterally that
SBA has not acknowledged; and

(2) Summary analysis of collateral before and after the requested change.

b. Valuation of collateral.
(1)  Appraisals.

A recent appraisal prepared by a qualified appraiser must indicate the fair market
value of the collateral. If an appraisal is not available, you must identify the
alternative form of valuation (such as net book value, property tax assessment,
internal valuation, etc.).

(2) Valuation of collateral.
Generally, you calculate the net realized value of collateral by applying the

following liquidation percentages to the fair market value (if you use alternative
liquidation values, please justify):

Real Property: Commercial RE 715%
Residential RE ..........ccooviiiiiiiiiiieceeeee, 80%
Unimproved Land .........cccoeeveviiiniieniiniieiee, 50%

Business Assets (net of Depreciation):
Machinery/Equipment ...........ccccceeveeinieniieenenne 50%
Furniture/FiXtures .........occevveveeiienieneenenienens 10%
Accounts Receivable/Inventory ........................ .20%
Leasehold Improvements............ccccceveeniennnn. .05%

EFFECTIVE DATE: NOVEMBER 2, 1998
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Best interests of borrower.

(1

)

You should not use abundance of collateral as a reason to approve a servicing
request if the action is not in the best interests of the borrower and SBA.

Similarly, you should not decline a servicing request if the action is in the best
interests of the borrower/SBA when the lack of collateral is the sole reason for the
decline.

Uniform Commercial Code (UCC) National Financing Statement Renewing, Modifying, or
Releasing Security Interests Responsibilities.

oo

a.

oo

0O 000000 0000 OOOOO

General guidance.

(1)

2)

)

Security interests (commonly known as "liens") in personal property collateral
and many types of non-real estate business assets, are created through the
borrower's execution of a Security Agreement.

To ensure the enforceability of the lien, against other creditors and in the event
that the borrower files bankruptcy, a creditor must "perfect" its lien through a
UCC financing statement filing.

The form and procedure for the filing of the Financing Statements vary from state
to state. Consult with local counsel regarding the form and procedure for your
state.

0O 0 000000000 O 00O OO0

SBA-serviced loans.

(1)

)

3)

Each UCC filing has an expiration date. The term of the UCCs vary for different
states. Within 6 months prior to the expiration date, you must file a continuation
of the UCC filing. The form and procedure for doing so vary from state to state.

NOTE: If you file a continuation earlier than 6 months prior to the
expiration of the UCC, it will not be executed.

SBA maintains a database for tracking the filing of UCCs. At the time of loan
closing, SBA files its UCCs and places a record of that transaction in its database.
You then are responsible for monitoring the expiration date for each UCC filing.

Certain loan servicing actions such as partial releases, subordinations,
assumptions and changes in form of borrower's legal entity may require an
amendment to the security interest. You must prepare and record a UCC
amendment. The form and procedure for doing so vary from state to state.
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4) If there is a release of the lien or the loan is paid-in-full, you must prepare a
termination of the UCC filing.

C. Lender-serviced loans.

For lender-serviced loans, the lender is responsible for filing, monitoring, and releasing
the UCCs. In some circumstances, the lender may approve the release of a lien under
Unilateral Authority (see paragraph 4-11 titled, "What Lender Actions Must have SBA's
Approval.").

d. CDC-serviced loans.

(1) The CDC must prepare and record the appropriate UCCs at the time of loan
closing.

(2) The CDC is responsible for monitoring the expiration dates of UCCs.

3) For paid-in-full development company loans, the Central Servicing Agent (CSA)
provides a letter confirming that the loan has been prepaid.

4) For continuations, amendments and terminations, the CDC must prepare and send
the appropriate UCC Form for execution by the SBA. The SBA will sign and
return the UCC(s) to the CDC for recording. The CDC must return the recorded
UCC(s) to the SBA for placement in the borrower's collateral file.

8. What is the SBA Form 327, Modification or Administrative Action?
The term "Modification or Administrative Action" refers to an action to modify the authorization
or other actions which are necessary to help the borrower respond to a business growth
opportunity or to respond to a problem. It also refers to actions that SBA may take that would
effect the loan, (e.g., change the status of loan from regular servicing to "in-liquidation," to

transfer the loan from one lender to another, etc.)

Modifications or administrative actions on specific loans are taken by the completion of an SBA
Form 327 (see appendix), or the 327 stamp format. The result is a 327 action.

a. SBA Form 327.
SBA Form 327 is available as a pre-printed form or on-line from SBA computer

EFFECTIVE DATE: NOVEMBER 2, 1998

4-7



SOP 50 50 4A

software. The report must contain all the essential information pertinent to the issue
being considered, such as status of the loan, collateral, guarantors, and comments of the
loan specialist or loan servicing assistant (LSA) originating the report.

(1) The recommending official's comments should include:
(a) Summary of the Request;
(b) Evaluation of Supporting Documentation; and

(c) Recommendation for Approval or Denial.

(2) The approving official must:
(a) Take final action to approve or deny the request; and

(b) Document the reason for the decision.

oo 0O 00 000 O O 00O O ©0O00

b. 327 stamp format.

You may accomplish routine or uncomplicated changes in the authorization by using a
327 stamp.

(1) 327 stamp.

(a) The 327 stamp is a stamp format which can be affixed to incoming
borrower/lender/CDC correspondence to reflect SBA action. You may
use the 327 stamp in those cases where you are not required to distribute
the action to DFC.

(b) You should limit its use to less complicated requests where the incoming
letter (and any enclosures) satisfactorily describes the action requested and
provides sufficient information to allow final action.

() In some cases, you may use the 327 stamp for administrative actions that
are not in response to bank or borrower requests (e.g., submissions of a
request corrections to DFC).

(2) You must consecutively number these actions with other 327 actions and each
action must reflect the signature of the recommending and approving officials.

oo O 000 00000 0OOO 00000 OO

c. Authority for action.
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You must cite on the 327 form/stamp the applicable SOP chapter and paragraph number
that provides authority for the action. If you take more than one action with a 327
form/327 stamp, you must cite each action with the applicable chapter and paragraph
numbers.

d. Filing of the action.

You must file the 327 action (with related documents such as a credit memo, etc.) with
other 327 actions in the borrower's loan file. The field office may use a photocopy or
facsimile as a response to the borrower/lender/CDC.

e. Actions requiring approval by another office.

(1) You must use SBA Form 327 to recommend loan servicing action on specific
cases which require approval at an office other than the originating office. The
proposed action and the signatures and titles of the recommending/approving
officials must be on the report. It is essential that the report contain all the
pertinent information necessary to make an informed decision.

(2) The originating office will forward the action to the next office (e.g., branch to
district, district/service center to BLS) with a copy retained by the originating
office pending final action. The report must include the comments and
recommendations of the highest supervisory official using the rule of two on an
SBA 327 at each office and of counsel (on legal issues).

NOTE: This process will be the same for actions that must be sent to
Headquarters for a final decision.

3) The office taking final action will do so on the form, or if needed, by separate
letter. The office taking final action will retain a copy and return the original
action to the originating office.

(4) Where the action taken requires notice to lender/CDC/borrower, the originating
office must:

(a) Give such advice by separate letter; and

(b) File a copy of the letter in the correspondence section of the loan case
folder.

EFFECTIVE DATE: NOVEMBER 2, 1998
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Maintaining Record of Servicing Requests, Actions, and Loan Account Communications.

oo

a.

o
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General guidance.

Y ou must maintain records of all servicing requests, actions approved/declined and other
communications regarding loans. Such records are critical to loan servicing personnel in
all offices that service the lender/CDC/borrower loan account.

(1

2)

3)

000000

SBA's CLSC will receive all current fully disbursed loans from the originating
offices (see Chapter 3, "Administrative Aspects for Loan Servicing" for
information on transferring loans to the CLSC). CLSC personnel must have
access to as much information as is available in order to make prudent servicing
action decisions.

On occasion, the servicing center will transfer the loan back to the originating
office. In those cases, the originating office will need to have access to
information received by the servicing center. This information will be in the form
of documentation in the file and in the Delinquent Loan Collection System
(DLCS).

Similarly, SBA will have occasion to receive loans for servicing from lenders or
CDCs and will expect good records from them.

©O0 0O 00O 0000000000 O 0O 00

Servicing request/action log.

(1

The servicing centers must maintain a log of all servicing requests.
The log should identify the:

(a) Requestor;

(b) Name of the borrower;

(c) Loan number;

(d) Type of loan;

(e) Date the request was received;

§)) Date the action was taken; and
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(2) Whether the action was approved or declined.

(2) With the possibility that both an originating office and a servicing office will
receive inquiries on the same loan, the log provides a basis to track the status of
actions.

oo 0O 0 0O 000O0DOOOOO 0000 OOOO OO OO O O O OO0 O0OOO O 00

c. Computerized database of communications.

(1) You must record all servicing requests and actions in the DLCS. The
computerized database allows any SBA employee to view the PMQD26 screen
for the details of servicing activity for the loan. This is especially important for
personnel in the originating office if the docket file is at a service center, and
vice-versa.

(2) Similarly, if you receive any letters or telephone calls regarding a specific loan
account where the contents of the communication may be important for future
servicing actions, you must summarize the communication into the DLCS
database for that borrower.

3) If you receive communications on a loan not being serviced in your office, you
should forward a copy of the communication to the servicing office. This could
be a copy of the letter or summarization of a phone call in an E-Mail message.
The servicing office would then be responsible for updating the DLCS system.

4) With the exception of CLP and CDC/ALP Loans (which have shorter response
times), district offices should actively complete and respond to servicing requests
within 10 working days. Such servicing actions must be documented in the file
and in DLCS as described in paragraph 4-9.c.

10. What are Seasoned Loans?
a. The term "seasoned" loan applies to a borrower's loan that has demonstrated excellent
repayment history over a period of time. For this reason, servicing requirements should
generally be less stringent for "seasoned" loans. However, you must exercise care to

avoid abuse of the classification.

b. If you recommend an action based on the "seasoned" loan classification, you must
identify this classification in the 327 action.

c. "Seasoned" loans are those loans (direct, guaranty, or CDC) which meet the following
criteria:

(1)  Atleast 4 years have elapsed since the loan was funded, or for loans under
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7 years, where the original principal balance has been reduced at least 25 percent.
The loan has been paid "as agreed" for the past 12 months.

Collateral is at or near "approval" levels, subject to any approved modifications.
The financial statements are favorable.

The account is satisfactory in all other respects.

11. What Lender Actions Must Have SBA's Approval?

oo © 0 00000 OO 00O 000000 OO

a. Imposed by regulation:

13 CFR 120.513.
What servicing actions require the prior written consent of SBA?

Except as otherwise provided in a Supplemental Guarantee Agreement with the Lender, SBA must give its
prior written consent before the Lender takes any of the following actions:

(a) Alters substantially the terms or conditions of any Loan Instrument (for example, any increase in
the principal amount or change in the interest rate, or action conferring a Preference on the
Lender);

(b) Releases collateral having a cumulative value in excess of 20 percent of the original loan amount;

(c) Accelerates the maturity of the note;

(d) Sues upon any Loan Instrument;

(e) Compromises or waives any claim against any Borrower, guarantor, obligor or standby creditor
arising out of any Loan Instrument; or

® Increases the amount of any prior lien held by the Lender on the collateral securing the loan.

b. SBA policy also requires prior written approval when there is:
(a) The acquisition or purchase of environmentally impaired property; and
(b) Any contested litigation and litigation involving fees over $3,000.

12. What is Unilateral Authority?
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a. To help streamline delivery of its financial services to small businesses, SBA places
increased reliance on its private sector lending partners. The SBA encourages its lending
partners to utilize "unilateral authority" (i.e., without prior written consent of SBA)
whenever possible.

b. It is important to recognize that you, the lender, and ALP-CDC must NOT exercise
"unilateral authority" indiscriminately.

(1) Prudent lending/credit practices must always be used.

(2) Unilateral actions can(_) be taken only when they:

(a) Assist the small business in solving a problem;

(b) Assist in its ability to repay the loan;

(©) Will not adversely affect the interest of the lender/SBA; and

(d) Are in compliance with all applicable laws and regulations.

3) Remember that certain terms and conditions were placed in the loan and agreed to
by all parties (borrower, lender, and SBA):

(a) To ensure repayment ability and success of the small business; and

(b) As a condition to the approval of the loan.

c. Accredited Lender Program CDC-serviced loans.

(1) SBA authorizes unilateral authority to ALP-CDCs similar to that of regular 7(a)
lenders. All CDCs are accountable for the servicing of their loans. At the time of
debenture funding, CDCs assign their loans and collateral documents to the SBA.

(2) ALP-CDCs may act under this unilateral authority if:

(a) The SBA retains the notes and collateral documents;

(b) The SBA requires the ALP-CDC to prepare the legal documents for SBA
signature at the local SBA field office or service center; and

(c) The SBA counsel reviews the documents for legal sufficiency.

13. What Actions May the Lender/ALP-CDC Approve with Unilateral Authority?

EFFECTIVE DATE: NOVEMBER 2, 1998
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Lenders and ALP-CDCs have unilateral authority to make adjustments in the terms and
conditions of a loan if SBA does not consider the action to be "substantial" and the action does
not confer a preference on the lender/ALP-CDC.

The lender/ALP-CDC must notify SBA on all actions that they take using unilateral authority.
They must also document the borrower's file for all unilateral actions taken.

The following is a listing of allowable unilateral actions lenders/ALP-CDCs may take without
the prior written consent of SBA. This is not all inclusive, but rather a compilation of the most
frequently occurring loan servicing actions.

Appropriate circumstances for unilateral actions include:

oo 0 00000000 O OO OO0 OO 0OOOOOOOOOOOOO OOOOOOO

a. Correcting obvious typographical errors.
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Correct obvious typographical errors in the loan authorization.

oo © 00000000 OOO OO0 OOO O OOO0O0

b. Providing pay off figures.

Provide pay off figures to the borrower (the lender/ALP-CDC is not required to provide
or send a copy to SBA).

oo O 0000000 O 00O O O0O0OOOO 0OOOOO O OOO 0O O OOOO O O OO0O0O

c. Modifying financial statement requirements.
The lender/ALP-CDC may:

(1) Waive audited financial statements, for seasoned borrowers, using prudent credit
practices, or change the audit requirement to compilation and/or review where,

(a) In the judgement of the lender/ALP-CDC, the business is not of a size and
type to warrant such statements; or

(b) The cost would be prohibitive to the borrower.

(2) Grant waivers for only 1 year at a time and must reserve the right to reinstate the
requirement in the event of loan default.

3) Approve changes in financial statement frequency and/or due date requirements,
as necessary consistent with prudent lending/credit practices.

EFFECTIVE DATE: NOVEMBER 2, 1998
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d. Deferment of principal and/or interest payments.

A deferment is defined as the postponement of scheduled loan payments of principal
and/or interest to a later date.

ocoo © 0000 O O 0O 00OOO 0O 0OOO 0O0OOOOOOOO O 0O0O 000

0} Loans NOT sold on the secondary market.

For lender-serviced loans NOT sold on the secondary market, the following
applies:

(a) The lender may defer the borrower's payments of principal and/or interest.
The principal payment may be deferred to the next month or further (e.g.,
to the maturity of the note). However, interest continues to accrue even if
the payment of interest is deferred. When the next scheduled payment is
due, it will be allocated to interest first then to principal. The interest
payment is not deferred to the end of the note.

(b) The amount deferred must not exceed a cumulative total of 6 months
during the life of the loan or a cumulative value in excess of 20 percent of
the original amount of loan, whichever is less.

(©) The lender must retain deferment documentation in the loan file, including
current financial statements.

ocoo 0O 0000 00O0OO OO 0OOO 0O0OOOOOOOO O OOO 000

2) Loans sold on the secondary market.

For a loan sold on the secondary market, using the SBA Form 1086, "Secondary
Participation Guaranty Agreement":

(a) The lender may grant a one time deferment of up to 3 consecutive months
without written consent of SBA/holder.

(b) The lender must promptly notify SBA/holder when the lender takes this
action.

NOTE: On deferment actions for which the lender has unilateral authority
(mentioned earlier), the request for approval only needs to be
submitted to the FTA and not SBA.

ocoo 0O 0 00O 0O 000DOO0O0OOOOO 00O OO0

A3) ALP-CDC-serviced loans.

The ALP-CDC may approve up to 6 months (cumulative) of payment deferment

EFFECTIVE DATE: NOVEMBER 2, 1998
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or 20 percent of the original amount of the loan whichever is less.
(a) The ALP-CDC may approve a deferment only if the borrower can
reasonably project that it will bring current the deferred amount within 5

years after the deferment period.

(b) The ALP-CDC must NOT defer development company loan payments to
the end of the loan term.

(©) The ALP-CDC must send notification of the deferment to the SBA
servicing office and the CSA.

Interest accrual notification.

The lender/ALP-CDC must notify the borrower that interest continues to accrue
during any period of the deferment. When payments resume:

(a) For 7(a) loans, the payments will be applied first to accrued interest; and

(b) For CDC loans, the payments will be applied to the loan in the following

order:

1. Accrued fees;
1i. Interest; and
11l. Principal.

Consent of borrower and guarantors.

The lender/ALP-CDC must obtain written consent of the borrower, all
guarantor(s) and FTA, as appropriate.

Reinstatement of default.

If a loan was in default when a deferment was approved, and the borrower has not

made the first payment by the time the deferment expires, the loan will be
reclassified as in default.

Release of collateral.

The lender/ALP-CDC may release collateral up to a cumulative value of 20 percent of

EFFECTIVE DATE: NOVEMBER 2, 1998



SOP 50 50 4A

the original loan amount. To do this the lender/ALP-CDC must determine the value of
the collateral to be released at the time of the decision to release. The borrower should
use proceeds from release of collateral for business purposes. The lender/ALP-CDC
should rarely give favorable consideration to release business assets in order to provide
funds for personal reasons.

There must be ample indication that:

(1) The remaining collateral or enhanced repayment ability is reasonable in relation
to the outstanding loan balance; and

(2) The release will not materially interfere with the operation of the business or
decrease the value of the other collateral securing the loan; or

3) The action is clearly necessary for the survival of the business, and future
repayment from profits are anticipated.

NOTE: The lender/ALP-CDC must obtain written consent of all
guarantor(s) and advise the SBA servicing office of the release of
collateral.

f. Substitution of collateral.

The lender/ALP-CDC may:

(1) Substitute automotive or other minor equipment (with equal or greater value)
taken as partial collateral for the loan.

(2) Substitute equal, or greater equity, in like kinds of collateral, (e.g., exchange of

real property excluding the primary real estate for the location of the principal
business operation).

g. Subordinations to senior liens.

(1) The lender/ALP-CDC may permit the subordination of collateral for refinancing
of senior liens held by another lender if:

(a) The refinancing is on more favorable terms for the borrower; and
(b) The borrower does not receive any funds from the refinancing (e.g., there

is no increase in the principal balance of the senior lien, except for
reasonable closing costs of refinancing).

EFFECTIVE DATE: NOVEMBER 2, 1998
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The lender/ALP-CDC is responsible for ensuring that this action does not
adversely affect the priority of the lender/ALP-CDC/SBA lien.

For development company third party loans (e.g., first lien holder), the ALP-CDC
must ensure that the term of the refinanced third party loan equals or exceeds the
term of the original third party loan. The participating third party loan must not
be replaced by a loan under a Federally funded program (e.g., an SBA 7(a)
guaranteed lender loan).
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h. Changes to life insurance or hazard insurance requirements.

(1)

2

3)

(4)

The lender/ALP-CDC may make changes to life insurance or hazard insurance
requirements in accordance with the lender's own standard practices.

On current loans, the lender/ALP-CDC may release insurance proceeds for the
repair or replacement of damaged collateral.

Cash surrender value of life insurance may be released, subject to the restriction
noted in this section in the earlier sub-paragraph 13.e, "Release of collateral."

The lender/ALP-CDC must NOT make any changes to Federal flood insurance
coverage that is in effect, or might become applicable, without obtaining the prior
written consent of SBA.
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i. Adjustments to the installment amount.

(1)

)

oo o
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The lender may adjust the installment amount to allow for correct amortization of
the balance as a result of interest rate changes or anticipated balloon balances.
This adjustment may be made only upon written consent of the borrower, all
guarantors, and the secondary participant, if any.

NOTE: This provision does not affect variable interest rate loans that
already have the provision to increase or decrease the payment
amount, to an amount necessary to amortize the principal
remaining unpaid after any scheduled interest rate change under
the terms of the note.

An ALP-CDC must not make any adjustment to the installment amount for a
development company loan. However, the ALP-CDC may approve such an
adjustment for the participating third party loan.
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j Make loans to the borrower which do not affect the collateral.
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The lender/ALP-CDC may make loans to the borrower which do not affect the collateral
lien position supporting the SBA guaranteed loan. This includes purchase-money loans
for business assets and loans subordinate to the SBA guaranteed loan.
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k. Assumptions -- Approve a borrower's change in form of organization.

(1) The lender/ALP-CDC may authorize the assumption of an SBA loan when a
borrower changes its form of organization, provided there is:

(a) No release or subordination of existing collateral;

(b) No release of original obligor(s) or guarantor(s) (no change in ownership
or management); and

(©) No decrease in equity position of the business as a consequence of the
assumption. (An example of this is when a partnership is converted to a
corporation, and the same partners now have the same percentage
ownership in the corporation as they had in their partnership.)

(2) The lender/CDC must ensure that the guarantee of the original borrower and
guarantors are maintained.

3) For CDC loans, the ALP-CDC must notify the CSA of the change and provide
required tax identification information.
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L. Adjustments to management covenants.

The lender/ALP-CDC may, using prudent credit practices, approve adjustments to
management covenants (e.g., limitations on compensation, fixed assets, working capital
maintenance levels, lease liabilities, or dividend payment), if the loan:

(1) Is seasoned;

(2) Has not been extended or deferred within 24 months before the date of the
adjustment request; and

3) Reflects that repayment ability/cash flow exists for all debt including the SBA
guaranteed loan after the adjustments to the management covenants have been
made.
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m. Accept prepayments.
(1) For lender-serviced loans, the lender may accept partial or full prepayments of the
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loan account. For loans approved by SBA after February 14, 1985, and sold on
the secondary market, the lender must give 10 business days advance notice to
the secondary holder or FTA of any intended prepayment of the note. Refer
to SBA Form 1086 for further details.

(2) For development company loans, the ALP-CDC may approve the partial or full
prepayment of the participating third party loan.

NOTE: The lender/ALP-CDC should direct specific questions relating to loan servicing to the
SBA field office or servicing center having the delegated authority to service.

EFFECTIVE DATE: NOVEMBER 2, 1998
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CHAPTER S

SPECIFIC LOAN SERVICING ACTIONS

1. Servicing Actions During the Disbursement Period.

a. The Finance Division (FD) retains the loan until it is fully disbursed. FD is responsible
for the loan until it is:

(1) Fully disbursed;
(2) Transferred into "Regular Servicing" status; and
3) Transferred to the Commercial Loan Servicing Center (CLSC).

b. Chapter 3, "Administrative Aspects for Loan Servicing" provides additional guidance for
transferring a loan to a CLSC.

c. Six common actions that occur before transfer of a loan to a CLSC are:
(1) Increases in the balance of an outstanding loan;
(2) Extension of disbursement period;
3) Cancellation of undisbursed balance;
4) Change in use of proceeds;
%) Response to an adverse change; and
(6) Collection of guarantee fees.
2. Preparation and Submission of a Servicing Request.
For the preparation and the submission of a request of all actions noted in this chapter, you must
follow the guidance set out in Chapter 4 "General Loan Servicing Request and Actions" in

paragraph 4 "How Should You Prepare a Response to a Servicing Request?" and paragraph
5 "What is Required in the Servicing Request to SBA?"

EFFECTIVE DATE: DECEMBER 1, 1997
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3. Requests for Information.

oo © 000000 0000 O0OOOO

a. General guidance.

A common loan servicing action involves responding to a request for information. If you
are unsure whether the request is being made by a duly authorized representative of the
borrower, you should request written authorization from the borrower. For other parties
or for information requests not covered in this section, follow the disclosure policy
guidelines in Chapter 13, "Disclosure of Loan Information."

For lender or CDC-serviced loans, the borrower should contact the participating
lender/CDC directly.
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b. Loan payoff amount.

ocoo
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Lender-serviced loans.
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The lender must provide the loan payoff amount to the borrower.
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Development company loans.
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The CDC must provide the loan payoff amount to the borrower.

(a) If the debenture has not been purchased, the Central Servicing Agent
(CSA) must provide the loan payoff amount to the CDC.

(b) If the debenture has been purchased, SBA will provide the loan payoff
amount to the CDC.

(c) However, if the loan has been transferred to SBA for servicing, SBA will
respond to the borrower.

O 0 0000ODO0OO0OOOOO 00O OO0

SBA-serviced loans.

You can obtain loan payoff amounts locally by accessing the Agency database in
the PMQDO09 screen (Accounting Pay Off Data). This display provides the
principal balance, accrued interest as of the specified date and the daily interest
accrual.

EFFECTIVE DATE: DECEMBER 1, 1997
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c. Statement of account.

For an SBA-serviced loan, you must request an SBA Form 596 B, "Certified Statement
Account," from Denver, OFO. Usually, you will only need this certification in a loan
involving litigation, court action, etc. The statement indicates

the principal outstanding loan balance, accrued interest to a specified date, and the daily
interest accrual. This form, when completed, is signed off by an official in the Office of
the Chief Financial Officer (CFO).
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d. Transcript of account.
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1 Lender-serviced loans.
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The lender will provide a transcript of account to the borrower.
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2) Development company loans.
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The CDC will provide a transcript to the borrower.

(a) If the debenture has not been purchased, the CSA will provide the
transcript to the CDC.

(b) If the debenture has been purchased, SBA will provide the transcript to the
CDC.
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3) SBA-serviced loans.

You have two alternatives:

(a) History of payments.

A history of payments (principal and interest) is available from SBA's
database in PMQDI11 screen. For most situations, this information should
fulfill the borrower's request.

(b) Official transcript.

OFO manually prepares an official transcript SBA Form 466, "Transcript
of Account" (Appendix 8). It may cover the entire period from loan
inception to current date or a specific period only (e.g., last 12 months).

It includes:

EFFECTIVE DATE: DECEMBER 1, 1997
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1. All applicable disbursements and collection transactions and dates;
ii. The application of payments to principal and interest; and
iil. Ending principal and interest balances.

As this report can be lengthy and time consuming to prepare, you should
request transcripts only when necessary. In most cases it is not necessary
to reconcile all transactions from inception. You should determine the last
date that the borrower and SBA's records were in agreement and work
from that point.

You should NOT request a transcript if a borrower's concern is whether
SBA has received a particular payment. You should first determine if the
SBA database, PMQDI11, shows receipt of the payment. If not, you
should request a transcript only for the specific time period involved.

0 00 00000 O OO0 0O 0000 O 0000 O 0O

Credit/audit confirmations.

When an auditor or someone seeking credit confirmation contacts you, you must verify
that the borrower has provided written authorization to release the requested data.

(1) For lender/CDC-serviced loans, the lender/CDC will respond.

(2) For SBA-serviced loans, you must respond. You should provide this information
from the computer database, if possible, (e.g., PMQD09, PMQD10, PMQDI11,
etc.).

00000 O 0OOO 00O 0O0OOO 0OOOOO 0OOOOOOOOOOO O 0O0OO

Statement of loan account/interest paid.
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1 SBA-serviced loans.

(a) SBA Form 1032, "Statement of Loan Account," (Appendix 16) is mailed
annually by Denver, OFQO, in late January, to all SBA direct and SBA-
serviced borrowers, primarily for income tax purposes. It is used for loans
paid in full and charged-off in the previous calendar year. It is, also, used
for loans charged-off in the previous calendar year if interest was
collected. This statement is not sent for active loans or loans charged-off
in prior years. The report indicates the loan's principal balance as of the
end of the calendar year, the year end balance of accrued or prepaid
interest, and total amount of interest paid during the calendar year.
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(b) SBA Form 1201, "Repayment Notice," (Appendix 22) is also used to
report the same details as in SBA Form 1032 for all loans with an
outstanding principal balance as of December 31. These details will be
reported on this statement for the months of January, February, and
March. The primary purpose of this form is to serve as a payment notice
to SBA borrowers.

For telephone inquiries from the borrower, the PMQD10 screen display provides
calendar year to date interest paid.
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2) Development company loans.

For development company loans, the CSA mails an annual statement to all
borrowers, with a copy to the CDCs.

oo 0 00000 OO OO OO OO 0O OOOOO OO OOOOO O 000

g. Change in name or address of borrower.
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1) Active loans.

When a borrower/lender/CDC notifies you of a change in the name or address of
a borrower, you must:

(a) Change all "in-house" records as appropriate;
(b) Forward the change to the collateral cashier; and

(©) Consult with SBA counsel for the need to amend the debtor's name and
address in any financing statement which was previously filed to perfect
the SBA security interest in collateral.

Name and address changes must be processed immediately to avoid misdirected
or undelivered mail.
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2) Loans in liquidation or possible liquidation.

If a borrower ceases business operations or vacates the business premises, you
should:

(a) Identify a current, accurate mailing address; or

(b) Consider using the current address of the owner, principal, partner, or

EFFECTIVE DATE: DECEMBER 1, 1997
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principal officer of the corporation or guarantor.

If the new address is not available (responsible individual, etc.), consider using
the local field office address. This action must be recorded in DLCS.

Return of documents to borrowers.

At the request of the borrower, you may recommend returning only the documents that
were clearly NOT used in the approval process and NOT required for servicing the loan.
All other documents must be maintained in the borrower's file.

Pre-Authorized Debits (PADs).

a.

What is a pre-authorized debit?

Pre-authorized debit (PADs) are the mechanism by which loan payments are
automatically withdrawn from the borrower's bank account and paid to the lender, CDC
or SBA. All borrowers are encouraged to utilize PADs for their monthly loan payments.
This payment procedure:

(1) Reduces manpower requirements for SBA, lenders and CDCs; and

(2) Results in more timely application of payments.

How do you process PADs?
(1) For lender or CDC-serviced loans, the borrower must contact the lender or CDC.

(2) For SBA serviced loans, the SBA-DCS Manual (which can be located in the SBA
Intranet) provides instructions for establishing a PAD. If you need assistance
accessing or downloading portions of the manual contact your information
resource manager (IRM) for assistance.

Release of Collateral.

What is a release of collateral?
A release of collateral occurs when SBA or, when authorized, a lender or CDC, releases

the security interest or lien on specific loan collateral. The request may be for a full
release of all collateral or a partial release of only a portion of the collateral. A release of
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collateral requires legal review.
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b. How do you process a release of collateral?
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General guidance.

To release collateral, you must make a credit decision regarding the impact of the
release on the interests of the borrower, lender, and SBA. Generally, the
borrower must maintain collateral coverage:

(a) At or near the "approval" level; or
(b) At an amount to protect the remaining balance of a seasoned loan.

However, primary consideration must be repayment ability from profits and cash
flow, and not liquidation of assets.

0O 00 000000000000 00O OO0

Lender-serviced loans.

You are not required to review, or recommend for approval, the release
documents. The SBA relies on the lender's attorney to review documents for
legal sufficiency.

0O 0o o 00 o0 000

CDC loans.

The CDC must prepare the collateral release documents for execution by SBA.
The CDC will be responsible for recording the release.
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SBA-serviced loans.

The SBA will prepare the required collateral release documents. You should
work with counsel to ensure that documents are legally sufficient.

oo ©O 0O O 0000000 0OOOOO O OO OOO 0OO0OOOO OO 0OOO 00OOOOOOOOO 0000 OO0O0O

C. SBA counsel review of 327 actions for collateral release.

EFFECTIVE DATE: DECEMBER 1, 1997
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(1) The SBA counsel must review all 327 actions involving release of SBA collateral
for SBA-serviced and development company loans.

(2) Counsel must determine if notice to or consent of the guarantor(s) is required and
determine the consequences, if any, of noncompliance by the Agency for SBA-
serviced loans.

6. Subordination of Collateral/Lien.

oo

a.

oo

oo
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What is a subordination of collateral?

A subordination occurs when a third party is permitted to take a superior lien on specific
collateral on an SBA loan.
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There are generally three types of subordination requests:

(1) A request to subordinate SBA's/lender's lien on specific collateral to a third party
for a specific period of time.

(2) A request by a lender to increase the amount of financing which has a superior
lien to an existing SBA lien.

3) A request to allow an extension of an existing subordination of an SBA lien. If
the extension is for the purpose of refinancing, you will not need to prepare a
complete analysis when the refinancing is for the loan balance plus normal
refinancing costs.
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How do you process a subordination of collateral?
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1 Lender/CDC-serviced loans.

(a) You must review the request and supporting documentation to ensure that
the lender/CDC addressed the critical elements and necessity of the
recommended action to the survival or growth of the business.

(b) Lender-serviced loans will not require SBA approval or signature on the
subordination documents. The SBA relies on the lender's attorney to
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review documents for legal sufficiency.
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2) CDC loans.

The CDC must prepare the subordination documents for execution by the
borrower, third party lender and SBA. The CDC must use its counsel to prepare
any necessary documents. The SBA counsel must review the documents for legal
sufficiency.
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3) SBA-serviced loans.

You must additionally work with counsel to prepare required subordination
documents for execution by the borrower, the third party lender and the SBA.

NOTE: You must follow the same guidelines for the "Release of Collateral" when
considering a subordination of collateral.

oo O 0 O 000 OOOO 0ODOOO O OO OO OOOOOO OOOOO OOO 00000 OO0

d. SBA counsel review of subordination 327 actions.
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The SBA-counsel must review all 327 actions involving subordination of SBA
collateral.

7. Substitution of Collateral.
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a. What is a substitution of collateral?

A substitution of collateral occurs when you allow the lender/CDC/SBA to take a
security interest in one item or type of collateral while releasing its interest in another
item or type of collateral previously taken.
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b. How do you process a substitution of collateral?
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1 General guidance.

You may recommend approving a substitution of collateral where:

(a) The collateral being substituted is similar in nature (e.g., the substitution
of one piece of real estate for another -- NOT to include the primary real
estate for the principal business operation) and provides equal or greater
equity; or

EFFECTIVE DATE: DECEMBER 1, 1997
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(b) The replacement collateral has a higher level of confidence (e.g., a cash
collateral account or real estate as compared to leasehold improvements or
receivables).

ocoo O 0 000O0DO0OO0OOOOO 00O OO0

2) SBA-serviced loans.
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The SBA will prepare the required collateral substitution documents.

ocoo 0O 0o o 00 o0 000

A3) CDC loans.

The CDC must prepare the collateral substitution documents for execution by
SBA. The CDC will then be responsible for recording of the documents as
needed.

ocoo 0O 00 000000000000 00O OO0

“4) Lender-serviced loans.

You are not required to recommend approval of the substitution documents. The
SBA relies on the lender's attorney to review documents for legal sufficiency.

O 0O 0O 000 O0O0OO 0OOOOO O OO OOO 0OOOOO OO OOO OO OOOOOOOOO O OO O 0OOOOOOO 000

SBA counsel review of 327 actions for substitution of collateral.
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SBA counsel must review all 327 actions involving substitution of collateral.

8. Deferments of Loan Payments.

oo

a.

oo

5-10
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Regulations.

o o o 00000 0O0O

CER. 120,530, ....

Deferment of payment.

SBA may agree to defer payments on a business loan for a stated period of time, and use such other
methods as it considers necessary and appropriate to help in the successful operation of the Borrower.
This policy applies to all business loan programs, including 504 loans.

O 000 00 O 00000 O O OOO

What is a deferment?

(1) A deferment is a postponement of a payment (principal and/or interest) to a later
date without causing the loan to be considered late or in default. The purpose of a

EFFECTIVE DATE: DECEMBER 1, 1997
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deferment is the enhancement of a borrower's cash flow to assist the borrower in
responding to short term needs.

(2) You must not grant a deferment for the sole purpose of statistical reduction of the
SBA's delinquency rate.

Note: Deferments should be used only where it appears that it will assist the borrower in
solving a temporary cash flow problem.

oo 0O 00O 0OOO 0OO OO 0OOO OOOOOOO O 0OOOOO O OOOO

c. When and how do you approve a deferment?

(1) You may recommend approving deferment of future loan payments. Generally,
you must not approve deferment of more than 6 months in the future. No single
deferment action must exceed 1 year of future payments. A 1 year deferment
should be used only when absolutely necessary and with strong justification.

(2) You may recommend approving a deferment of delinquent loan payments only if:

(a) The borrower has a workout plan that will allow the loan to be repaid
through regular installments (returning the loan to regular servicing); and

(b) It appears that the deferment will solve the problem.

O 000 00O 0000 0OO0OOO OO OOOO OO OO O0OOOOOOOO OO0

This should only be used as an exception.

3) Before approving a deferment or an extension of a deferment, the borrower
should provide you with updated financial statements [e.g., the last year end and
interim (current within 90 days) financial statements] If the borrower's request is
in response to a natural disaster, fire, or other loss of facilities, you may waive the
requirement for financial statements.

(4) SBA and lender-serviced loans.

(a) You (or lender/ALP-CDC under unilateral authority) may recommend
approval of a deferment of payments until the maturity of the loan. You
or the lender should notify the borrower that the deferred amount will
result in:

1. A balloon payment at maturity, or

EFFECTIVE DATE: DECEMBER 1, 1997
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il. The need to extend the maturity of the loan.

(b) As an alternative, the borrower may establish a payment plan to return the
loan to the regular payment schedule before loan maturity.

Lender-serviced loans sold on the secondary market.

The lender must receive approval from the FTA and SBA if the borrower's
request exceeds the lender's unilateral authority as noted in paragraph 4-13 titled
"What Actions May the Lender/ALP-CDC Approve with Unilateral Authority?"

CDC loans.

(a) You can recommend a deferment on a CDC loan only if the borrower can
reasonably project that they will bring current the deferred amount within
5 years after the deferment period.

(b) You may recommend deferring CDC loan payments until the end of the
loan term only if the debenture has been purchased.

(c) You must send notification of the deferment to the SBA servicing office
and the Central Servicing Agent (CSA).

(d) You should submit SBA Form 1614, "Loan Information Request," to the
CSA to request the amount deferred and the amount of catch-up payments
based on what you believe the borrower will be able to pay. The CSA
Status of Portfolio Report will show the loan status as "D" for under
deferment or "C" for under the loan catch-up period.

Does interest accrue during a deferment?

(1

2

Yes, interest will continue to accrue during the deferment period. You must
inform the borrower that payments will apply to accrued interest first and then to
principal following the deferment period.

If the borrower makes partial loan payments during the deferment period:

(a) For 7(a) loans, the payments will be applied first to accrued interest; and

(b) For CDC loans, the payments will be applied to the loan in the following
order:

EFFECTIVE DATE: NOVEMBER 2, 1998
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1. Accrued fees;
1i. Interest; and
11l. Principal.

3) In some cases, you may want to approve deferment of principal only. However,
particularly during the early years of a loan, this may not grant significant relief to
the borrower. You should consider the deferment of principal and interest if the
cause for the deferment is justified.

oo © 0000 O 0OOO 000000 OO 0O0OOOOO O OOOOOOO O OO0O0O0

e. Borrowers called to active military duty.

(1)  You should assist borrowers in adjusting their SBA obligation in contemplation
of military service. The SBA does not have a policy to defer payments solely
because a borrower enters the service. You should consider each case
individually on the basis of the borrower's ability to continue payments on the
loan. Factors to consider include:

(a) Size and structure of the company;

(b) Whether the business can continue (e.g., leased, other managers available,
etc.); and

() Affect on the collateral with a possible shutdown of the business.

(2) You should be aware that under the Soldier's and Sailor's Relief Act (50
Appendix U.S.C., 526), no obligation bearing interest of over 6 percent per year
incurred by a person in military service before that person went into the service
shall, during any time that person is in military service, bear interest over 6
percent, unless a court rules that the person's ability to pay such interest is not
materially affected because of such military service.

00 0000 0COOODO OO O OO O 0O OO OOOOO 0OOO O O O OO O OO0O000

If this issue comes up, consult with SBA counsel.
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f. If the first payment following the deferment is missed.

The lender or CDC must immediately notify SBA if the borrower misses the first
payment following the deferment period.

If this occurs, you must make a determination as to whether to grant another deferment or

to transfer the loan into intensive servicing/loan workout.

EFFECTIVE DATE: NOVEMBER 2, 1998
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Inter-Creditor Agreements.

oo

a.

oo
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What is an inter-creditor agreement?

When two or more lenders make separate loans to a borrower with commonality of loan
purpose and/or collateral, the lenders enter into an "Inter-Creditor Agreement" to
delineate their:

(1) Rights to the collateral;

(2) Responsibilities for loan servicing; and

3) Rights/responsibilities in the case of a borrower default on one or all of the loans.

O 00 0O 0OO 0OOOOOOO OOOOOOOOOOO0OOO 0OOOOO O OO0O0O0O

How do you process inter-creditor agreements?
(1) You must carefully review the complete inter-creditor agreement to ensure that:
(a) SBA's collateral lien positions are not adversely affected; and

(b) You agree with the rights and responsibilities for loan servicing and
possible default.

(2) If the borrower requests a collateral action (subordination, substitution, release,
etc), you must have written concurrence that all parties are in agreement.

3) The inter-creditor agreement must be reviewed by the SBA counsel.

Assumption of a Loan by an Unrelated Party.

oo

a.
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What is an assumption of a loan?
An assumption of a loan occurs when one legal entity takes on the contractual obligation

of another legal entity. This usually occurs when a business or residence (if a disaster
home loan) is sold.

EFFECTIVE DATE: NOVEMBER 2, 1998



SOP 50 50 4A

oo O 000 0OOO 0O O O 0O OOO 0OOOOOOOOO OO OOO OO 0OOOO O OO0OO OOO

b. What are some of the different types of assumptions?

(1

When the borrower changes form of legal entity, see paragraph 4-13.k. titled
"Assumptions -- Approve a borrower's change in form of organization."

(2) If an individual is looking to purchase a business in which they are currently
employed and in which they hold a key management position, you may not need
to conduct a detailed credit analysis as required for individuals not associated
with the firm.

c. How do you process a loan assumption?

(1) You must:

(a) Identify the reason for the assumption. Except for unilateral authority

actions, the assumption must have prior approval of the SBA.

(b) Analyze an assumption request in the same way that you would analyze a
new loan application. To guide you through this process you are

strongly encouraged to use the lender checklist and loan assumption
worksheet when considering an assumption. (Appendix 29, "Loan

Assumption Guidelines")

2)

)

() Have counsel review the assumptor's form of legal entity and related
organizational documents.

(d) Check the assumption agreement to identify the terms of the assumption
for all parties.

(e) NOT release existing obligors from liability, except in rare cases and if the
assumptor is "reasonably equal" or better in the areas of both financial and
business experience. This release must be supported in the 327 action.

If there is any indication of the existence of an environmental hazard, you must
NOT release an existing obligor(s) or other personal collateral pledged as security
unless additional equivalent collateral is offered for substitution.

If the existing obligor is receiving substantial income from the transaction and
there is doubt whether the assumptor is "reasonably equal," you should not release
the existing obligor and should obtain a stand-by agreement if a note was
executed for these funds.

EFFECTIVE DATE: NOVEMBER 2, 1998
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(4) Development company loans:

(@)

(b)

Regulations:

13.CFR,.120.937.

Assumption.

A 504 loan may be assumed with SBA's prior written approval.

The CDC must:

ii.

1il.

1v.

Identify the status of the participating third party loan (first
mortgage) and obtain the lender's concurrence for the assumption
if the lender will remain as the third party lender for the assumptor.

Submit the SBA Form 1614, "Loan Information Request," CSA to
obtain the assumption loan balance.

Notify the CSA when the assumption is approved.

Provide the CSA with an IRS Form W-9, Request for Taxpayer
Identification Number and Certification, indicating the assumptor's
identification number and name, the pre-authorized debit form, and
a copy of the assumption agreement including the agreement to
comply with the servicing agent agreement.

O 0 0O 00OO0OOOOO 0DOOOO O OO OOO O0O0OOOOOO OOO 0OOOO OOOO O 0OOO O OO

SBA counsel review of 327 actions for loan assumptions.
The SBA counsel must review all 327 actions involving assumptions.

The SBA relies on the lender's attorney to review documents for legal sufficiency.

Processing '""Paid in Full" Loans.

When a loan is "paid in full," you must release all collateral of any nature, unless the collateral is
pledged to secure another loan.

oo

a.

O 0 0000000000 00O OO0

SBA-serviced loans.

Generally, you should process the release only after receipt of SBA Form 397, "Notice of
Fully Paid Account," (Appendix 7) from DFC. However, at the borrower's request prior
to receipt of the SBA 397, you may recommend approval of the release of collateral by
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327 action if:
(1) Payment in full is by certified or cashier's check; or

(2) Payment in full is by check from an attorney or escrow agent, and you are
confident that no problems will be encountered in collecting any outstanding
balance.

0 000000 O 0OOO OO O OO OO 0OOO OO0

Development company loans.

Generally, you will process the release of collateral only after receiving a memorandum
from the CSA confirming receipt of funds to pay the loan in full.

© 00 000000000000 00O OO0

Lender-serviced loans.

The lender is responsible for releasing collateral for lender-serviced loans. The SBA
relies on the lender's attorney to review documents for legal sufficiency.

0 00000000 O 0OOO 0O O 00 O 00

Reinstatement of a loan.

There may be circumstances where a loan is mistakenly reported as paid in full by a
lender. For guidance on how to reinstate an SBA guaranty on a loan see Chapter 10,
"Miscellaneous Issues Regarding Participating Loans," in paragraph 3, "Reinstating an
SBA Guaranty."

12. Proceeds from Condemnation of a Borrower's Collateral.

You must determine whether the loss of the property being condemned will adversely affect the
operation of the business.

oo

a.
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Ifthe-borrewer uses the preceeds-from-the condemnation to replace the condemned
property, you may release the proceeds:

(1) To the borrower, if the borrower documents the replacement and you have the
required liens on the replacement property; or

(2) To a trustee, if the trustee will release funds as the borrower replaces the
collateral and will file the required liens on the replacement property.

EFFECTIVE DATE: NOVEMBER 2, 1998
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You may release the proceeds to the borrower without consideration, if:
(1) The property condemned is not significant to the operation of the business;
(2) The loss does not adversely affect the value of SBA's collateral; and

3) The proceeds from the condemnation are not significant (less than $5,000 or
10 percent of the loan whichever is greater).

Release of, or Changes to, a Standby Agreement.

For you to be able to recommend a borrower's request to make a full or partial payment to a
standby creditor, you must:

a.

b.

Prepare an SBA Form 327.

Weigh the original reasons for requiring the standby agreement against the present ability
of the borrower to pay the standby creditor.

Consider the risk, if any, to full and timely repayment of the SBA loan. You must
analyze the effect of the change on the cash flow of the business in conjunction with all
other debts (including SBA's).

For this action to be approved, cash flow/repayment ability for all debts, including debts
on SBA loans, must exist. You must base your actions on at least 3 months of adequate
cash flow/repayment ability.

Guarantor Release/Substitution.

You may, using a 327 action, recommend the release of a secured or an unsecured guaranty, or
accept other guaranties or collateral of any worthwhile type, in substitution for a secured or an
unsecured guaranty being released.

oo

a.
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Guarantor's obligation for repayment.

Personal guaranties on SBA Form 148, Guaranty, are guaranties of payment of the entire
indebtedness unless specifically limited or qualified. When a loan becomes significantly
delinquent, guarantors should be advised of their obligation and requested to cure the
default or see that the borrower makes arrangements to do so. If it is apparent that the
borrower's financial condition will not allow payments to keep the loan current, and the
guarantors have the financial ability to make payments, they should be required to do so.
The SBA guaranty forms provide that guarantors must furnish financial statements on
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request. Accordingly, if there is any question as to the ability of the guarantors to furnish
aid to the borrowers, statements should obtained.

oo 0 0000000 0O OO 0O OOOOO0OOO OOOOOO 0OOOOOOO O 0000 OOOO

b. Criteria to be considered before effecting release.

The following points must be considered before taking any actions to release or substitute
guarantees.

0y

2

©)

@

©))

The status of the loan.

It should be current in all respects without a history of unjustified delinquencies,
unpaid taxes, or deferment of installments.

Written requests.

The field office must have a written request from the borrower, the guarantor to
be released, or the proposed substitute.

Consent of other parties.

The written consent of all parties (e.g., other guarantors, standby creditors, etc.)
must be obtained before the transaction is finalized.

Opinion of counsel.

Y ou must obtain the opinion of counsel showing that no legal rights of the
Agency will be adversely affected.

Sale or reorganization.

Where a request is received for the release of a guarantor because of
reorganization or sale of the firm, you must obtain full information as to the terms
and conditions of the proposed transaction. You must take care to ensure that the
guarantor's position is not improved at the expense of SBA, or that a possible loss
to the guarantor is not passed on to the Agency. Wherever possible,
you/lender/CDC should urge the parties to pay off the debt to SBA (or apply any
available cash to it), and require the guarantee to the extent of the cost paid to
him/her (limited guarantee). The guarantor should not be permitted to substitute
SBA for his or her ownership position.

EFFECTIVE DATE: DECEMBER 1, 1997
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(6) Evaluation of substitute guarantors.

Before you recommend accepting a substitute guarantor in place of the original,
you should analyze/compare the values of the guarantors. The borrower must
furnish personal financial statements and any other information satisfactory to the
approving official.

@) Claim against estate of deceased debtor.

(a) Generally you should file a claim against the estate of the deceased debtor
(guarantor obligor), via SBA Form 327.

(b)  You do not need to transfer the case file to "In Liquidation/Litigation" for
the sole purpose of filing a Proof Of Claim unless there is other
justification, such as business ceased operation or other legal
consideration (bankruptcy, etc.).

(©) The approving official should NOT approve the release of a claim unless:

1.

il

iil.

1v.

The death has had no adverse affect on the business operation;
The loan is seasoned;

The experience satisfactory; and

The collateral is reasonably adequate to secure the remaining loan
balance.

Any such release of claim must have supporting written
documentation. You may consider recommending placing the
proceeds from claims in an escrow account for equitable
distribution at a later date depending on business viability,
remaining collateral and other assurances of full repayment of the
remaining loan balance.

(d) SBA and lender-serviced loans and development company loans.

The 327 action for release of a guarantor must have SBA counsel's review.
(You may approve the addition of a guarantor without counsel's review.)

15. Extension to the Maturity of the Borrower's Loan.

5-20
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a. Maximum maturities based on the Small Business Act.

(1) For 7(a) loans, the maximum term is 25 years, which includes renewals and
extensions.

(2) For 7(b) loans (disaster loans), the maximum term is 30 years, which includes
renewal and extensions. Under the law, if the Agency determines it is necessary
to avoid severe financial hardship, it can approve an extension of the maturity not
to exceed 5 years at a time, up to a maximum of 30 years.
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b. Justification for extension of maturity.

As a general rule, you may extend the maturity of a loan (but not beyond the statutory
maximums) if the borrower is not able to pay off the loan balance at the original note
maturity date, because the borrower received a deferment(s), or reduction in loan
payments, during the term of the loan which resulted in a balloon at the end of the note.

oo © 000000 00000000 OO

c. Special exception.

Loans having "maximum" maturities as stated above, may be renewed, or the maturity
extended, for additional periods not exceeding 10 years as an aid to the orderly
liquidation of the loan. This provision does not require that a loan be classified as "In
Liquidation" or that a foreclosure action be initiated. It permits extensions of maturity
beyond the stated "maximum" for orderly repayment of the

debt. This provision may be used only when absolutely necessary and primarily for
the benefit of the Agency.

oo 0 00 000000 00O

d. Regulations:

18 CFR°120.531. ¢ ccccccce
Extension of maturity.

SBA may agree to extend the maturity of a loan for up to 10 years beyond its original maturity if the
extension will aid in the orderly repayment of the loan.
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e. Loans sold in the secondary market.

The lender must obtain written approval of the registered holder (through the FTA) prior
to submitting the request to SBA.

oo 0o 0 0o 000 000

f. CDC loans.

EFFECTIVE DATE: DECEMBER 1, 1997
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You must not extend the maturity until SBA purchases the debenture and transfers the
loan servicing to SBA.

0 00 000000000000 00O OO0

Lender-serviced loans.
(1) Regulations:

13 CER, 120.52448).  coo o ooocomes o0 soo 0 0oo0cooss

When is SBA released from liability on its guarantee?

®) The Lender has failed to request that SBA purchase a guarantee within 120 days after
maturity of the loan;...

(2) The lender must submit to SBA a written request for an extension or
reinstatement of maturity.

3) The SBA guaranty expires 120 days after the maturity date of the note. An
extension of the maturity automatically extends the guaranty. The SBA is not
obligated to purchase the guaranteed portion of a loan if the lender did not
demand purchase or request to extend the maturity within 120 days after maturity.

O 0 000OODO0DOOOOO 0OOO O O O 00O OO0

SBA-serviced and CDC loans.
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You must submit an amendment to a note to SBA counsel for review.

Interest Rate Changes.

oo

a.

oo
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Lender-serviced loans.

For changes to the borrower's interest rate which result in an increase to the rate, the
lender must have SBA's prior written consent. This does not apply to the prime feature
of a variable rate loan. The lender must have SBA's approval to increase the spread on a
variable rate loan. (e.g., prime + 1 -- The "prime" rate can be adjusted according to the
note and authorization. The spread "+1" must not be increased without SBA's approval.)
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Loans sold in the secondary market.

The lender must have written approval from the registered holder (through the FTA) for
an interest rate change.

EFFECTIVE DATE: DECEMBER 1, 1997
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CDC loans.

The interest rate can NOT be changed, unless all of the following items have been met:
(1) The loan has been transferred into liquidation or workout status;

(2) The SBA has purchased the debenture; and

3) Servicing has been transferred to SBA.

00000000 0000 0O 0OO0OOOOOO

Interest rate increases.

You should NOT recommend approval for an increase in the interest rate unless the
increase results in an overall lower cost to the borrower. [e.g., Where two outstanding
loans had different rates and had been refinanced into one loan (decreasing the rate for
one and increasing the rate for the second) resulting in a reduced combined payment and
cost to the borrower.]
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For SBA-servieed-loans, including development-company loans transferred to SBA,
you must work with SBA counsel to prepare the amendment to the note.

17. Other Loan Repayment Term Changes.

a.

You may recommend approving a change in the frequency of payments (e.g., from
monthly to quarterly, seasonal, annual, etc.). The change should not result in a change in
the amount of principal reduction, unless other factors indicate that the

change is desirable. (See Chapter 7, "Workout and Intensive Servicing Responsibilities of
Field Offices and Service Centers.")

For any change in payments, you must consider the impact on the cash flow of the
borrower.

You may recommend approving a change in loan payments as a part of a loan workout
plan.

18. Hazard Insurance Requirements.

a.

Every borrower must maintain hazard insurance coverage as required in the loan
authorization. The policy must reflect appropriate loss payee clauses covering the
lender/CDC/SBA.

EFFECTIVE DATE: DECEMBER 1, 1997
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SBA-serviced loans.

Each month the SBA Form 1201, "Repayment Notice," reminds the borrower of his/her
responsibility to maintain hazard insurance.

Lender and CDC-serviced loans.

The lender/CDC is responsible for monitoring each loan to ensure that the borrower is
maintaining insurance at the required levels.

You may recommend approving a reduction in coverage only if the loan is seasoned and
the assets covered by the insurance have been sold or depreciated.

If, during the life of a loan, circumstances are such that adequate insurance (or
assignment of interest in insurance) on collateral is not obtainable or is available only at
an exorbitant cost, the loan file must contain a memorandum explaining the unavailability
of coverage.

It is the general practice of SBA not to purchase or maintain payments on hazard
insurance on property securing a loan. However, purchase by SBA of insurance coverage

may be necessary when:

(1) The value of the collateral appears to reasonably assure ultimate recovery of the
full amount of borrower's debt including advances made to purchase insurance;

(2) It is necessary to preserve a third party guaranty;

3) Damage to the property may result in the owner or other obligors having a right to
recourse against SBA as "Mortgagee in Possession" or otherwise;

4) The value of the Agency's collateral equity is substantial;

(%) The potential for consequential loss is significant;

(6) The period of SBA purchased coverage is clearly limited; and

(7) The obligors are not in a position to pay the necessary premiums.

When a decision has been made not to purchase/maintain insurance, a 327 action is not

required. In the event of special circumstances, SBA purchase of insurance might be

advisable. In all instances where you decide to recommend purchasing insurance, a
simultaneous determination must be made (on the same 327 action) as to the advisability

EFFECTIVE DATE: NOVEMBER 2, 1998
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of a reclassification of the account to "In Liquidation" status.

NOTE: Refer to SOP 50 51, Chapter 22, "Insurance: Property, Life, and Public Liability"
for additional information.

19. Life Insurance Requirements.

a. Each borrower must maintain life insurance coverage as required in the loan
authorization. The policy must reflect appropriate loss payee clauses covering the
lender/CDC/SBA. The SBA generally requires reducing term life insurance. However,
you may accept other forms of insurance such as whole life or universal life.

b. You may recommend approving a reduction in coverage as the balance is reduced and the
loan becomes seasoned.

C. The SBA does not generally purchase or maintain payments on life insurance for the
loan.
d. If, during the life of a loan, circumstances are such that adequate insurance (or

assignment of interest in insurance) on a principal is not obtainable or is available only at
an exorbitant cost, the loan file must contain a memorandum explaining the unavailability
of coverage.

e. Notice to guarantors and beneficiaries.

You must advise all guarantors in writing immediately when you receive notice of
cancellation of assigned life insurance on the life of any borrower, principal of borrower,
or other guarantor.

You must consult with counsel to determine if the consent of other parties, such as
beneficiaries or guarantors, is necessary for actions affecting life insurance used as
collateral.

f. If the insured party will not continue payment of premiums, you should consider
surrendering the policy to the issuing company for the cash surrender value to protect
against invocation of automatic premium loans. Prior to surrendering any policy, you
should give each guarantor an opportunity to pay the premiums. You must apply
proceeds on the loan inverse order of maturity (i.e., to the end of the note), transaction
code 304 (Collection of Loans-Repayment by Borrower-Inverse Order of Maturity).

g. Lender and CDC-serviced loans.

The lender and CDC are responsible for monitoring all loans to ensure that the borrower

EFFECTIVE DATE: NOVEMBER 2, 1998

5-25



SOP 50 50 4A

is maintaining insurance at the required levels.

NOTE: Refer to SOP 50 51, Chapter 22, "Insurance: Property, Life, and Public Liability"
for additional information.

20. Proceeds of Life Insurance upon Death of Insured.

oo 0O 0000000 0OO0OOO OOOOO 0O OOOOOO 0O

a. Proceeds upon death of insured.

You must apply proceeds of life insurance on the principal of the loan without advancing
the payment date [process payments using "code 304," inverse order of maturity (IOM)].
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b. You-may eonsider requests (by 327 action) for the release of funds for other
purposes if:

(1) There is evidence that the release of funds would serve a valid business purpose
and the business and loan remain viable; or

(2) The death of the insured has no serious effect on the management of the business
and full payment is anticipated in accordance with the repayment terms.
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c. ¥Yow may reconrmend-approving placement of funds in an escrow/collateral account
with proper controls if:

(1) The policy was owned by a guarantor;
(2) The application of funds would result in an unfair or inequitable situation; and

3) The collateral/repayment situation is not strong enough to allow release or weak
enough to require immediate application of the funds.

(4) Funds placed in such an escrow account may be considered for future release if
the borrower demonstrates repayment ability, or if the items noted above have
been overcome. The request for release would be processed as described in
paragraph 5-5 titled, "Release of Collateral."

NOTE: You should only consider the release of these funds in rare circumstances with
strong justification.

21.  Claims Against Estates of Deceased Borrowers/Guarantors.
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When a borrower or guarantor dies, you should file your claim against the estate of the deceased.
You should use an 327 action to initiate the claim. You do not need to transfer the loan into "In
Liquidation/Litigation" just to file a Proof Of Claim, unless there is other justification, (e.g., a

business has ceased operation or there are other legal considerations such as bankruptcy filings.)
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a. You may recommend not filing a claim by a 327 action if:
(1) The death has no adverse affect on the business operation;
(2) The loan is seasoned and SBA's experience with the business is satisfactory
(including current management); and
3) The collateral is reasonably adequate to secure the remaining loan balance.
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Any release of claim must be supported by written documentation.

oo 0O 00O O 0O 00OOO O O 0OOO OOOOOOO OOOO O OOOOOOOO OOOO OO OOOOO OOOOOOOOOOOO 0OOOOO OO OO0 O

b. You mmay recommend placing elaim proeeeds intoan escrow/collateral account for

release and equitable distribution at a later date if:

(1
)

3)

The business is viable, but the loan is not seasoned;

The remaining collateral is NOT reasonably adequate to secure the loan balance;
and

You do NOT have other assurances of full repayment of the remaining loan
balance.

Funds placed into an escrow account may be considered for future release if the borrower
demonstrates repayment ability. The request for release would be processed as described
in paragraph 5-5 titled, "Release of Collateral."

22. Flood Insurance Requirements.

oo 0O 000O00O0O O 00

a. Background.

(1)

The National Flood Insurance Program (NFIP) is administered primarily under
two statutes: the National Flood Insurance Act of 1968 (1968 Act) and the Flood
Disaster Protection Act of 1973 (1973 Act). The 1968 Act made Federally
subsidized flood insurance available to owners of improved real estate or mobile
homes located in special flood hazard areas (SFHA) if their community
participates in the NFIP. An SFHA is an area within a flood plain having a 1
percent or greater chance of flood occurrence in any given year. The SFHAs are
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delineated on maps issued by the Federal Emergency Management Agency
(FEMA) for individual communities. A community establishes its eligibility to
participate in the NFIP by adopting and enforcing floodplain management
measures to regulate new construction and by making substantial improvements
within its SFHAS to eliminate or minimize future flood damage.

The 1973 Act amended the NFIP by requiring the regulators of the lenders to
issue regulations governing the lending institutions they supervise (regulated
lending institutions or regulated lenders). These regulations directed lenders to
require flood insurance on improved real estate or mobile homes serving as
collateral for a loan (security property) if the security property was located, or
was to be located, in an SFHA in a participating community. To implement
statutory amendments enacted in 1974, the regulations required lenders to notify
borrowers that their security property is located in an SFHA and of the
availability of Federal disaster assistance with respect to the property in the event
of a flood.

The National Flood Insurance Reform Act of 1994 comprehensively revised the
Federal flood insurance statutes. It is intended to increase compliance with flood
insurance requirements and participation in the NFIP in order to provide
additional income to the National Flood Insurance Fund and to decrease the
financial burden of flooding on the Federal Government, taxpayers, and flood
victims.

0 000000 O 00000

Requirements.

(1

)

When any loan secured by improved real estate or a mobile home and any
personal property is located in a special flood hazard area (SFHA), as determined
by the Federal Emergency Management Agency (FEMA), and if the community
participates in the NFIP, the borrower is required to obtain flood insurance. The
policy must reflect a loss payee clause covering the lender/CDC/SBA as
appropriate.

After the loan is made, the borrower must maintain such flood insurance for the
life of the loan. This means that if a lender (for example, a participating lender in
a 7(a) loan, or the SBA, for a direct/disaster loan) increases, extends or renews the
loan, it must review the adequacy of flood insurance coverage. The lender must
use FEMA Form 81-93, Standard Flood Hazard Determination Form, to ascertain
whether the property is in an SFHA in which flood insurance is available. The
Form may be used in a printed, computerized, or electronic manner, and the
lender must retain a completed copy in its files.

O 0 00 0O 0O OOOOO 0OOOOOOOOOO

Amount of flood insurance.
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The amount of flood insurance must be at least equal to the lesser of the outstanding
principal balance of the loan or the maximum limit of coverage available for the
particular type of property. Flood insurance coverage is limited to the overall value of
the property securing the loan minus the value of the land on which the property is
located.

oo © 00000 0OOOOO O 0OOO OO 0COOOO 0OOO0OOOOOOO0O

d. Forced placement of flood insurance.

If the lender, or a service provider acting on behalf of the lender, determines at any time
during the life of a loan, that the building or personal property securing the loan is not
covered by flood insurance or is covered by an inadequate amount of flood insurance, the
lender or its service provider must notify the borrower that the borrower must obtain
flood insurance. If the borrower fails to obtain flood insurance within 45 days, the lender
or its service provider must purchase the insurance on the borrower's behalf at the
borrower's expense. The borrower can be charged for the cost of premiums and fees
incurred in purchasing the insurance.

oo 0O 00 000000 OO 0O0O0OOOOOOO

e. Reduction in coverage.

You may recommend a reduction in flood insurance as you release affected collateral, but
the amount of the insurance must not go below the required amounts as set forth above.
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f. Events which trigger a review of the adequacy of flood insurance coverage.

The events that trigger a lender's obligation to review the adequacy of flood insurance
coverage is the making, increasing, extending, or renewing of a loan. This means that a
loan purchase is not an event that triggers the obligation to make a flood hazard
determination. Thus, when SBA purchases the guaranteed portion (XGP), it has no
obligation to ascertain flood insurance coverage. Similarly, the purchaser of a loan in the
secondary market does not have such obligation.

oo O 0000000 000000 OO OO0 OO 0OOOOOOOOOO0

g. Unavailability of flood insurance.

If a borrower had the requisite flood insurance at the commencement of the loan, and the
community drops out of the NFIP, it is possible that flood insurance would no longer be
available for the remaining life of the loan. If such is the case, this information must be
maintained in the lender's file to explain the subsequent unavailability of flood insurance
coverage.

oo © 000000 OO0OO OO 0OOOOOOO O 0O0OOOO OO 0OOOOO 0OOOOOOOOO OOO OOOO O 0OOO O 0OOO O 00O OO 00

h. General rule to provide notice of flood insurance requirement when ColPur is
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transferred.
If you/lender transfer collateral [i.e. it is collateral purchased or acquired by SBA or its
participating lender (ColPur) through SBA liquidation action], you/lender are required

under the National Flood Insurance Reform Act of 1994 to provide notice to the
transferee.

(1)  ColPur.

This requirement applies to commercial, personal, or residential property for
which:

(a) Federal flood disaster assistance has been provided;

(b) Such assistance was conditioned upon the owner obtaining flood
insurance; and

() The borrower did not obtain or maintain flood insurance.

2) Notice.

Before you or the lender transfers such property, you must notify the transferee of
the requirement to obtain and maintain flood insurance.

i. Lender and CDC-serviced loans.

(1) The lender and CDC are responsible for monitoring each loan to ensure that the
borrower is maintaining insurance at the required levels.

(2) Lenders and CDCs have no unilateral authority for changes to flood insurance

requirements.
23. Proceeds from Insurance Claims for Losses on Collateral.
a. Y ou must promptly deliver, to the collateral cashier, all checks and drafts:

(1) Issued in settlement of loss or damage to collateral; and
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(2) Presented to SBA for endorsement, including those presented by "walk-in"
borrowers.

O 00O 0000000000 0OOOOOOO O 000 O 0OOOOO 0OOO 0OOOO O OOOOOO O0OOO OO0O00OOOO

The collateral cashier will notify the responsible loan officer.

b. You must use a 327 action to recommend the release of checks for more than $5,000.
You must put a photocopy of the check in the loan file.

Your 327 action should document that:

(1) The loan is current, or you have made satisfactory arrangements to cure any
defaults; and

(2) The property has been repaired, restored, or replaced or was excess to
borrower/SBA needs, or you have designated a lender/CDC or other party to
monitor repair or replacement of collateral and to serve as trustee to release funds
as necessary.

c. If the request is for the release of $100,000 or greater to replace or repair property, you
must require documentation to ensure discharge of materialmen's or workmen's liens
against the property (except for required ongoing payments during the construction
period to the appropriate contractors).

d. For release of checks for settlement of losses of $5,000 or less:

(1) If there is not a good reason for withholding endorsement, you may initial the
check register and endorse the check, if authorized to perform this function; and

(2) The collateral cashier may return the check to the borrower. You must place a
copy of the letter (if used) and a copy of the check in the loan file.

e. When the borrower's loan is paid-in-full, you must promptly release any remaining
balance of insurance funds.

24. Borrower Financial Statements: Changes in Form or Frequency.
a. The loan authorization generally requires the borrower to periodically submit balance

sheets and profit and loss statements. The SBA does not require financial statements for
disaster business loans with balances less than $5,000 or for any disaster home loans.
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There are generally four types of financial statements. Three types of financial
statements are prepared by an independent accountant. They are audited, reviewed, and
compiled financial statements. There are also the internally prepared statements that are
prepared by the business itself.

(D

2)

3)

4

Audited.

Audited financial statements are prepared by and verified by an independent
auditor. They include a study and evaluation of internal accounting control. The
accountant/auditor will provide an opinion of the statements based on an
examination made in accordance with generally accepted auditing standards
(GAAS) and may include any other tests that the auditor may deem necessary.

Opinion statements must be prepared by an independent public accountant who is
certified, licensed or registered in the State or local jurisdiction. The accountant
is independent when neither he/she nor an immediate family member has a
material, managerial, or financial interest, directly or indirectly in borrower's
business operation other than as an accountant.

An accountant's unqualified opinion is his/her statement that the data submitted
fairly represents the financial condition of the business.

Reviewed.

An accountant performs inquiry and analytical procedures (e.g., limited testing of
accounts) that provide a reasonable basis for the accountant to express limited
assurance that there are no material modifications that should be made to the
statements for them to be in conformity with generally accepted accounting
principals (GAAP). A review would not include a study and evaluation of
internal accounting control and other aspects of an opinion audit. Consequently, a
review may disclose certain important matters but not necessarily all matters that
would be disclosed in an audit.

Compiled.

A compilation involves the accountant putting together the financial statements of
a firm without auditing or expressing any opinion on the statements.

Internal.

Internal statements are prepared by the borrower for which there are no minimum
accounting standards.
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C. Borrower's certification.

(1

A borrower's certification is a statement by the owner, a general partner, or an
authorized officer of a corporate borrower that to the best of his/her knowledge
the data submitted fairly represents the business financial condition.

(2) You should require a Borrower's Certification when the loan balance exceeds
$100,000, and:

(a) The financial statements have a qualified opinion (e.g., the data was not
verified) or the accountant otherwise disclaims responsibility for the
fairness of the statements and data. The qualified statements should be
addressed as notes in the financial statements. When the qualification is
based on limitations of scope, it should be addressed in the auditors report.

(b) The financial statements are a compilation or internally prepared
statements.

3) If a qualified opinion is provided for a loan over $100,000, the borrower should
satisfactorily explain the reasons for the qualified statements.
d. You should review the financial statements. If no substantially adverse information

and/or trend is evident, you should place a comment in the Delinquent Loan Collection
System (DLCS) that the statements have been reviewed. If you see an adverse trend or
other information, you should determine if a full reconciliation is necessary. You may
consider referral to one of the resources available to the borrower (e.g., SCORE, SBDC,
etc.). The following are some problem indicators:

(D
)
3)
4
)

(6)
(7)

Operating losses;

Deficit or negative net worth;

Excessive salaries, dividends, and owner's equity withdrawals;

Excessive increase or decrease in accounts receivable (A/R) or inventory;

Excessive increase or decrease in accounts payable (A/P) and notes payable
(N/P);

Slow collection of A/R and slow payments of A/P; and

Tax liabilities of any substance.

EFFECTIVE DATE DECEMBER 1, 1997
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e. Form of statements required.

(1

)

3)

You may require audited year end statements to properly analyze the condition of
the business due to the size of the loan or the complexity of the business. You
should use discretion in requiring audited statements because of the high cost to
the borrower.

Interim statements may be accepted as presented with the accountant's or the
borrower's certification that they are correct and complete. You should analyze
interim statements submitted with a loan servicing request.

A borrower may not have available financial statements to support a requested
servicing action. In this case, you may accept other financial information such as
income tax returns, credit reports, etc.

f. If audited statements are required and if the loan is seasoned, you may recommend:

(1)

)

©)

Waiving audited financial statements, or changing the audit requirement to
compilation or review where, in your judgement:

(a) The business is not of a size and type to warrant such statements;
(b) The payment and servicing history is satisfactory; or
(©) The cost would be prohibitive to the borrower.

Granting waivers for only 1 year at a time and must reserve the right to reinstate
the requirement in the event of loan default.

Recommending approving changes in financial statement frequency and/or due
date requirements, as necessary.

Loan Agreement Management Compliance Covenants (Salary/Dividend Limits,
Performance Ratios, etc).

a. An authorization may include covenants that:

(1)

2)

Restrict the borrower's authority to increase salaries, grant bonuses and distribute
dividends without lender/SBA approval; and

Require the borrower to obtain approval for deviations from business
performance ratios for working capital, debt to equity, etc.
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For seasoned SBA-serviced loans, you may recommend waiving theses requirements
with justification if the action is consistent with prudent lending/credit practices as
discussed in paragraph 4-12 titled, "What is Unilateral Authority?"

26. Assignment of Interest in a Loan/Transfer of Loan(s).

The assignment of an interest in a loan occurs when a loan is transferred from one lender to
another. The "Guaranty Agreement" provides that either party may assign its rights or
obligations in any guaranteed loan within certain constraints as follows.

oo

a.

oo

oo

Assignment with consent.
Either party may assign, in whole or in part, its rights or obligations under the guaranty
agreement in any guaranteed loan with the prior written consent of the other party. This

includes transfers pursuant to secondary participation agreements. See Chapter 8, "The
Secondary Market for Guaranteed Loans," for more details.

0 0000 O O 0OOO 0000 O 0000 OO

Assignment with notice.

For the lender (or holder of the note), "Assignor," to be able to make assignment to other
lending institutions "Assignee," the Assignor lender must:

(1) Provide written notice of the assignment to SBA;

(2) Retain an unguaranteed interest of not less than 10 percent of the outstanding
principal amount of the loan;

3) Have no greater rights than the Assignee; and

(4) Continue to deal solely with SBA as to the entire loan.

0 0000 O O 0OOO 0000 OOO O 000OO0O

Assignment without notice.

The lender may, without notice to SBA, use any guaranteed loan as security for:
(1) Treasury tax and loan accounts;

(2) The deposit of public funds;

3) Uninvested trust funds; or
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Discount borrowing at the Federal Reserve Bank, provided:

(a) The lender has not sold or otherwise assigned any part of the guaranteed
loan; and

(b) The lender retains full authority to perform its responsibilities under the
guaranty agreement.

0 0000 O O 0OOO OO OO0 OOO OO OO0 O OO0OOOO O OOOOOOO 0000 OO

Assignment by lender of its entire participation.

With respect to guaranteed loans, you may recommend approval of an assignment by a
lender of its entire interest in a loan to another qualified lender (loan transfer), provided
Counsel determines this Agency's legal rights will not be adversely affected by the
assignment.

ocoo

0y

ocoo

2
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Procedure when the assignment does not affect legal rights.

When an original lender makes an assignment of its entire interest in a loan to
another qualified lender:

(a) The original lender may remain obligated for any deficiencies which may
result from its closing or servicing the loan; or

(b) The purchasing lender may assume that obligation.
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In either instance, the Agency's legal rights will not be affected.
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Procedure when the assignment may affect legal rights.

If the original lender refuses to remain liable or the purchasing lender will not
assume liability for deficiencies in the loan that may have resulted in the closing
or servicing of the loan up to the time of transfer, transfer of the loan must not be
approved.
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Assignment by lender of a portion of its participation in an immediate participation

loan.

A lender may assign a portion of its share in a loan to another qualified lender with
SBA's prior written consent. In such cases, you must receive:

(1

An agreement from the original participating institution that it will remain liable
under the participation agreement as if such assignment(s) had not been made;
and that SBA may deal solely with it regarding portion(s) assigned.
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(2) An agreement from the assignee that any and all security it holds, or receives to
further secure the loan, must also secure the interests of the original participant
and SBA, and that it will not reassign its interest in the loan or any portion thereof
except to the original lender without written consent of SBA.

27. Transfer of Loans between Participating Lenders.

a. You must use a 327 action (rule of two) to recommend approval of a transfer of an
individual loan (including more than one loan to the same borrower) from one lender to
another. If the sale (transfer) of loans is a result of a whole bank or a branch being sold,
the transfer may be approved under the rule of two. A request to approve a transfer for
more than one loan (except for loans to the same borrower) must be sent to the AA/FA or
designee for approval. When processing an action for transfer, you must address the
following items:

(1) Did the borrower request the transfer, and will it benefit the borrower?
(2) What is the purpose of the transfer?

3) When transferring a loan, the lender must notify the borrower of the details of the
transfer.

4) Does the lender acquiring the SBA guaranteed loan have an executed SBA Form
750, "Loan Guaranty Agreement?" (Also, identify the type of lender, e.g., CLP,
PLP, LowDoc, etc.)

(%) Is the transfer in compliance with the paragraph 26, "Assignment of Interest in a
Loan/Transfer of Loan(s)?" [i.e., Is the loan being transferred without recourse,
or is the original lender (Assignor/transferor) remaining liable for actions that
may have occurred on the loan from the closing or servicing of the loan up to the
time of transfer?]

(6) For transfer of a loan sold in the secondary market, both the buying and the
selling lenders must provide written notification to the fiscal transfer agent (FTA)
of the transfer and of SBA's approval.

b. You must not permit a lender to act as a "clearing house" for any other lender
(e.g., lender "A" packages a loan under its name and submits it to SBA on behalf of

lender "B." Then, after the loan is approved, lender "A" transfers the loan to lender "B").
Transfers between branches of the same lender do not require SBA's approval.

c. With all transfers, you must review the computer database (PMQD screens) to determine
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whether the loan being transferred has been erroneously marked paid-in-full(PIF). If it
has been marked PIF, you will need to reinstate the loan. When a transfer is approved,
advise the lender that on the SBA Form 1502, Guaranty Loan Status & Remittance
Form, the lender must mark the loan as "Transferred" NOT paid in full, "PIF."

d. Only the AA/FA, or designee can approve transfers of multiple loans for multiple
borrowers from one lender to another lender. Your request for approval must address the
items identified in this section.

NOTE: Transfer of loans being submitted to the AA/FA for approval must have a
recommendation for approval under the rule of two from the field office.

€. Counsel review and comment on all loans transferred to another lender.

f. The lender transferring (selling) the loan may charge a